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Saving Grace 


Thrift is a virtue—and necessary to provide for emergencies. Wise investment of 
savings secures the little extra that can mean so much. HASTINGS AND THANET 
Building Suciety offers several attractive schemes, yi yin House Purchase facilities 
(Income Tax paid by the ) with maximum security use Purchase facilities 
are also readily available. Write for booklets, “Profitable Investment” and 
° Home Buyer’s Guide.” 
DEPOSITS IN THIS SOCIETY ARE TRUSTEE INVESTMENTS 
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Assets £32,000,000 Reserves Exceed £1,400,000 
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THE BANK OF NOVA SCOTIA 
The first Canadian Bank in The Caribbean now offers 


AN EXPANDED TRUST SERVICE IN 
THE WEST INDIES 


The Bank of Nova Scotia Trust Company (Bahamas) Limited, has 
now extended its trust services to Jamaica, Trinidad and Tobago, and 
Barbados. Established by The Bank of Nova Scotia—a partner in West 
Indies’ trade for more than a century and a quarter—the Trust Company 
offers to individuals and organizations such services as 

* executorship and trusteeship of wills. 

* trusteeship of settlements. 

* management services for holding companies, 
Enquiries may be directed to either of the bank's Londen branches at 24-26 Walbreok, £.C.4, 


RE Peel, Manager; or 11 Waterice Place, $.W.1, J.A.G. Bell, Manager; cr direct te E. Leslie 
Hammond, Managing Director of the trust company, in “assau. 


The Bank of Nova Scotia 
Trust Company (Bahamas) Limited 
NASSAU, BAHAMAS 
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OVER 
ONE HUNDRED 
YEARS 


Gallaher Ltd enters its second century of 
tobacco and cigarette manufacture on 
a rising tide of public appreciation. 
To four generations of smokers 
Gallaher brands have stood for 
outstanding quality, assured enjoyment 


and excellent value for money. 
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LORD RITCHIE OF DUNDEE 
who has succeeded Sir Fohn Braithwaite as Chairman of the Stock Exchange 


Council 









Britain's Largest Shipbuilding and Repairing Organisatio 
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One of the four Belfast Shipyards of Harland & Wolff Ltd. showing large passenger 
liners aggregating over 100,000 gross tons and a 42,000 tons tanker under construction 
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A Financial Notebook 








Back in Print 


THE settlement of the dispute in the 
printing industry—a dispute to which 
The Banker was not a party but one 
of the many victims—has enabled 
us to make a belated appearance in 
August. To our readers and adver- 
tisers we offer our apologies for any 
inconvenience that our enforced ab- 
sence may have caused. 

This ‘“‘ July-August” issue has 
been expanded, so far as technical 
conditions will allow, to include 
some of the regular material pre- 
pared for the frustrated July issue, 
notably the annual study of the dis- 
count market (revised, where neces- 
sary, up to date), and to cover events 
in the two and a half months since 
our last appearance. ‘To this end 
the Financial Notebook, American 
Review and International Review 
have been enlarged and our regular 
series of statistics adapted to fill the 
gaps left by our non-appearance in 
July. Where weekly series are in- 
volved, as in the tables of money 
market rates and foreign exchange 
rates, it is not possible to make 
good all the omissions in one issue. 
It is hoped that any remaining gaps 
can be filled in our next issue, which 
will be published as early in Sep- 
tember as the exigencies of printing 
will allow. (That issue, incidentally, 
will present our first impressions, 
and summarization, of the eagerly- 
awaited report of the Radcliffe Com- 
mittee on the monetary system.) If 
any readers, however, are anxious to 
obtain the missing figures more 
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speedily we shall be pleased to 
supply them on request. 

Finally, since there will now be 
only eleven issues of The Banker in 
1959, all subscriptions will be ad- 
justed, on expiration, to take account 
of this fact. 


The Seven in Accord 
The speed with which the draft 


plan for a free trade area embracing 
Britain, the three Scandinavian coun- 
tries, Switzerland, Austria and Por- 
tugal has been agreed belies the 
complexity of the problems involved. 
In fact the technical problems of 
establishing a free trade area of the 
Seven are more difficult than those 
presented by the original proposal 
for a European free trade area since 
primary products bulk much larger 
in trade among the participants. 
Unlike the earlier negotiations, how- 
ever, the recent discussions have 
been marked by a general desire to 
reach agreement: at the end of their 
two-day ministerial meeting in Stock- 
holm last month the Chancellor of 
the Exchequer and the other dele- 
gates could report full agreement on 
the basic issues involved and could 
confidently leave officials of the 
seven countries to draw up a de- 
tailed convention to be submitted 
by October 31. 

The draft plan* agreed last month 
envisages the elimination of all bar- 
riers to trade among the Seven by 
1970. An initial reduction of 20 per 
cent in tariffs on July 1, 1960, will 

* Cmnd 823. 
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be followed by reductions of 10 per 
cent on each January 1 from 1962 
to 1970, though members will be 
free to reduce their tariffs more 
rapidly if they wish. A series of 
escape clauses enables any member 
experiencing temporary trouble in 
its balance of payments to take 
“defensive measures” provided 
these do not discriminate between 
other members. The vexed question 
of trade deflection arising from dif- 
ferences in external tariffs, round 
which so many tedious debates re- 
volved last autumn, has been resolved 
by agreeing to determine the origin 
of goods according to certain criteria 
of value added within the area or to 
a list of processes performed within 
the area. It was added, however, 
that more restrictive rules might be 
required for textiles. 


Anglo-Danish Agreement 


The ground for the ministerial 
meeting in Stockholm had _ been 
effectively cleared by trade talks be- 
tween Britain and Denmark held 
earlier in the month. Denmark’s 
reliance on agricultural exports posed 
a special problem for the architects 
of the free trade area since Denmark 
could hardly be expected to open 
her markets to manufactured goods 
unless other members accorded easier 
access to her agricultural products. 
The attitude of Britain, which takes 
between 35 and 40 per cent of Den- 
mark’s agricultural exports, was 
critical: officials meeting in Stock- 
holm in June recommended that bi- 
lateral discussions should be held. 

The outcome of those discussions 
was an agreement that if the pro- 
posal for a free trade area were 
accepted by the seven countries con- 
cerned, Britain would abolish its 
tariffs on bacon, canned pork lun- 
cheon meat, blue vein. cheese and 
canned cream. Of these changes 
the abolition of the 10 per cent 


tariff on bacon, in two equal instal- 
ments on July 1, 1960, and July 1, 
1961, is by far the most important. 
This tariff, which was imposed in 
1956, was a particular source of 
grievance to the Danes. ‘The cost 
of the concession will be borne by 
the Exchequer: British farmers will 
continue to have the protection of 
guaranteed prices. 


No Summer Strain 


Sterling reached the mid-point of 
the period of seasonal strain in 
better shape than in any previous 
post-war year. ‘The sterling-dollar 
rate has remained firmly around the 
$2.814 level established after the 
burst of continental selling in the 
third week of May. Moreover, the 
intake of gold and convertible cur- 
rencies in June—$53 miullions—was 
the largest recorded in any June 
since the war apart from June, 1950, 
and the intake in July—$48 millions 
after paying $20 millions to EPU 
creditors—was exceeded only in 1950 
and 1953. ‘These good intakes more 
than made up for the rather dis- 
appointing return for May, when, as 
our regular table on page 484 shows, 
the true net surplus of $30 millions 
covered less than a fifth of the pay- 
ment of $162 millions made in the 
month as the gold portion of Britain’s 
increased subscription to the Inter- 
national Monetary Fund. At the end 
of July Britain’s reserves thus totalled 
$3,220 millions, which was $5 mil- 
lions above the high point reached 
last November. ‘Thus the inflow in 
the past eight months has more than 
covered the payment of $188 millions 
on the North American loans last 
December and the payment of $362 
millions to the IMF in the first half 
of this year. 

Part of the rise in the reserves in 
June and July may have been attri- 
butable to an inflow of foreign 
money, possibly in response to the 
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hardening of money rates in London, 
but the bulk of the rise probably 
reflected Britain’s substantial surplus 
on current payments. Exports, as 
the first article in this issue notes, 
have in fact risen much more quickly 
than was envisaged at the time of the 
budget. In consequence the average 
monthly trade gap in the second 
quarter of the year was £35 millions, 
£4 millions smaller than in the first 
quarter and only {2 millions higher 
than in the exceptionally favourable 
second quarter of 1958. 

It appears, therefore, that the cur- 
rent payments surplus in the second 
quarter of the year may not have 
been substantially smaller than the 
£107 millions that the first of the 
Treasury’s new series of quarterly 
estimates records for the same 
‘months of 1958. ‘These new sta- 
tistics put the surplus in the first 
quarter of this year at £78 millions, 
a deterioration of some £92 millions 
compared with the first quarter of 
1958, of which {69 millions is attri- 
butable to visible trade and £23 


millions to invisible items. 


Repaying EPU Debts 


Details have now been given of 
the terms of repayment of Britain’s 
debt of £135 millions to the Euro- 
pean Payments Union. When the 
Union was liquidated at the end of 
last year this debt was converted 
into bilateral debts of £166 millions 
and bilateral claims of £31 millions. 
Some £136 millions of Britain’s 
bilateral debts, including the whole 
of the £96 millions debt to Ger- 
many, were already covered by 
amortization agreements. 

It has been agreed that Britain 
will repay the uncovered debts by 
semi-annual instalments over the 
period to the end of 1961.  Pay- 
ments will total {40.3 millions this 
year, {29.6 millions in 1960 and 
£23.4 millions in 1961. Thereafter 


Britain’s only payment will be the 
{7.5 millions annual instalment to 
Germany, which, after August 1, 
1967, will be directly offset against 
claims on Germany. 

These arrangements impose little 
additional burden on Britain’s ba- 
lance of payments. Repayment of 
Britain’s £31 millions of bilateral 
claims, of which {27.2 millions are 
against France, will be spread over 
seven years. France itself will repay 
by four annual instalments of £6.8 
millions, starting in 1962. From 
1962 to 1965, therefore, Britain’s 
debt payments of {7.5 millions will 
be almost exactly offset by receipts 
from EPU debtors of £7.2 millions. 


Dollar Imports Freed 


The news that in the first four 
months of this year Britain achieved 
a favourable balance of trade with 
the United States for the first time 
since 1865 provided a fitting back- 
ground to the extensive liberalization 
of dollar imports announced by the 
President of the Board of Trade at 
the end of May. 

A wide range of goods—including 
coffee, toilet preparations and per- 
fumery, soaps, detergents, plastic and 
rubber goods and most domestic 
appliances—have been freed entirely 
from import control. Global quotas 
for many other goods previously 
open only to imports from western 
Europe and certain other non-dollar 
countries, will be open also to dollar 
imports from the beginning of the 
next quota year (for most com- 
modities January 1, 1960), and in 
general will be increased to allow 
for the rise in dollar imports. Most 
of the goods previously covered by 
the token import scheme will be 
affected by these changes: of those 
unaffected the token quotas for cars 
and most fruits are being increased. 

This substantial scaling down of 
dollar discrimination is clearly seen 
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as a logical corollary to the external 
convertibility conferred on sterling 
last December. In announcing the 
new relaxations the Board of Trade 
explained that since the immediate 
removal of all discriminatory con- 
trols might impose too great a strain 
on the balance of payments, it was 
preferred to retain some discrimina- 
tion against dollar imports rather 
than to reduce imports from other 
sources. Official policy remained 
directed towards the achievement 
of complete non-discrimination by 
‘“levelling-up ”’ the freedom ac- 
corded to dollar imports to match 
that accorded to imports from west- 
ern Europe. 


Exchange Control Eased 


Two welcome simplifications of 
exchange control formalities were 
introduced at the beginning of July. 
First, the value of imports from 
outside the sterling area for which a 
sterling transfer form or E form is 
required has been raised from {£250 
to £500. No form is now required 
by the bank authorizing payment for 
imports whose total value does not 
exceed £500. 

Secondly, persons wishing to send 
private gifts in kind to destinations 
outside the sterling area are no 
longer required to make a declara- 
tion on form CD3 if the value of 
the gift is £100 or less. The previous 
limit was £25. 


Rationalizing the Railways 

The ‘full, detailed and urgent 
review of the whole modernization 
plan’ requested by the Minister of 
Transport last December was sub- 
mitted by the British ‘Transport 
Commission last month. That re- 
view, the Miuinister said, should 
represent “‘a complete revision and 
reshaping of the 1956 prospectus ”’. 
In the event, however, the re- 
appraisal leaves the general concep- 


tion of the plan, and its estimated 
total cost, unchanged and in the 
main confines itself to recommend- 
ing that its execution should be 
speeded up. 

‘* The essential requirement of the 
next five years’’, the Commission 
says, ‘is that a more compact rail- 
way system and a more economic 
scale of operations should be achieved 
more quickly’. Briefly, it proposes 
that in the five years to end-1963 
total route mileage should be reduced 
by 10 per cent, the number of 
passenger vehicles by 16 per cent, 
the wagon fleet by 25 per cent and 
the number of locomotives by 33 per 
cent. ‘T’o achieve the rapid increase 
in efficiency that these reductions 
imply, investment in the railways, 
now running at about £180 millions 
a year, would have to be stepped up 
to about £200 millions in the next 
four years. Several schemes, notably 
the electrification of the main lines 
from Euston to Birmingham, Man- 
chester and Liverpool (at a total cost 
of {£150 millions), have been ac- 
corded higher priority. 

On the basis of this revised plan 
the BTC forecasts a working surplus 
of between £50 millions and £100 
millions by 1963, after allowing for 
a further increase in passenger fares, 
which is expected to take effect this 
autumn. Against this, however, will 
have to be set interest charges (ex- 
clusive of interest on Exchequer 
advances drawn to cover current 
deficits) of some £85 millions. Re- 
gretfully, the Commission points to 
the ambivalence in public and official 
thinking that requires the railways 
both to act as a normal commercial 
undertaking and to be guided by 
“the public interest ’’, and says that 
its revised plan has been drawn up 
on the assumption that “the ad- 
mixture of these two somewhat con- 
flicting functions will continue ”’ 
This assumption, presumably, lies 
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behind the veiled suggestion in the 
closing pages of the plan that the 
Government should consider reliev- 
ing the Commission of some of the 
burden of interest charges, which, 
says the Commission, with surely a 
little naivety, “in good years and 
bad years must be paid in full ”’. 


Merchant Bank Merger 

The amalgamation of Philip Hill, 
Higginson, a wholly-owned  sub- 
sidiary of Philip Hill Investment 
Trust, and Erlangers, two leading 
merchant banks in the City was 


announced early this month. The 
new company, which will be a 
wholly-owned subsidiary of the 


Philip Hill ‘Trust, will be called 
Philip Hill Higginson-Erlangers. 
Erlangers, whose _balance-sheet 
total at December 31, 1958, was 
£12.9 millions, has an extensive 
foreign exchange and acceptance 
business, while Philip Hill Higgin- 
son, whose balance sheet at March 31 
last totalled £16 millions, are pri- 
marily investment bankers with wide- 
spread overseas connections. ‘The 
amalgamation should therefore pro- 
duce an organization well versed in 
every aspect of merchant banking. 


Towards Credit Clearings ? 

The clearing banks, it was an- 
nounced early last month, are now 
‘“ actively engaged ”’ in a re-examina- 
tion of the whole problem of the 
transmission of payments, “ with a 
view to considering whether new 
procedures, or an extension of the 
existing arrangements for the settle- 
ment of debts by credits to an 
account might widen the services 
now available to customers, without 
sacrificing the highly developed 
cheque system operated through a 
countrywide branch organization ”’. 

This study is being organized by 
a special sub-committee operating 
through a working party that is 


expected to report privately to the 
main committee of executive officers 
this autumn. The launching of the 
inquiry has not, it is afhrmed, been 
attributable in any way to the pub- 
licity that has been given in Britain 
in recent years to the “giro” 
systems operated in certain conti- 
nental countries. The main originat- 
ing cause, among many, appears to 
have been the problem of handling 
collections of payments made by 
third parties— most notably the 
periodic payments made by non- 
customers under _hire-purchase 
agreements for credit of the finance 
house. The most likely outcome of 
the inquiry, in the initial stages, 
may be an improvement in these 
facilities (including the similar ones 
required by public utilities, local 
authorities, building societies and 
similar bodies), probably by meas- 
ures for the standardization of pro- 
cedure. It seems probable, too, 
that there will be facilities for the 
extension of the “ traders’ credit ”’ 
systems of payment. 


More Bank Issues 


The Westminster Bank, the last 
of the Big Five to take advantage of 
the suspension of the Capital Issues 
Committee, in mid-June offered 
holders of its B shares 3,535,495 
new {1 shares at 25s each as one- 
for-four rights. The proceeds of the 
issue will be {4.5 millions, which 
brings the total raised by the Big 
Five since February to £43 millions. 
The bank also proposes to make a 
scrip issue to B shareholders, again 
on a one-for-four basis. The two 
issues will raise the total disclosed 
resources of the bank by {7.9 mil- 
lions to {37.8 millions and their 
ratio to gross deposits as at Decem- 
ber 31, 1958, from 3.2 per cent to 
4.1 per cent. It is hoped to pay a 
final dividend of 1s on the enlarged 
capital and to maintain the rate of 
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distribution for the year 1960 at 
“not less than” 2s per share. On 
this news the price of the B shares 
dropped by 4s 9d to 66s. 

The District Bank also has made 
a rights issue—of 1,994,265 new {1 
shares at 25s each on a one-for-two 
basis. ‘This provided {2.5 millions 
of new cash and increased the paid- 
up capital to £5,982,785, which was 
then brought up to £6 millions 
by the allotment of 17,205 shares 
to the trustees of the bank’s pension 
funds for cash at the mid-market 
price for the new shares on July 24. 
The ratio of the bank’s total dis- 
closed resources to gross deposits as 
at December 31, 1958, has thus been 


BANK CAPITALS 


(£ millions) 
Total Published 


Resources* 


Dec New 
31, After Money 
1958 Issues Raisedt 
Barclays{ .. .. 50.4 62.7 
(3.2) (4.0) 
Lloyds a .. 46.6 59.4 13.0 
(3.6) (4.6) 
Midland .. .. 33.2 40.6 4.0 
(2.1) (2.6) 
National Provincial 24.4 34.9 10.5 
(2.8) (4.0) 
Westminster} .. 29.6 36.9 4.5 
(3.2) (4.1) 
District .. va 8.3 10.9 2.5 
(3.3) (4.3) 
Total 192.5 245.4 45.6 


* Paid up capital, reserves (including share 
premium account, profit and_ loss 
account). 

+ All subscribed by August 7, 1959. 

J Cash issue accompanied by capitalization 
issue. 

(Percentage of gross deposits as at De- 
cember 31, 1958, in brackets.) 


raised to 4.3 per cent—a ratio ex- 
ceeded only by Lloyds Bank (4.6 
per cent). The rate of distribution 
is effectively increased from 17 per 
cent to 19 per cent on the basis of 
the old capital, or from 114 per 
cent to 12% per cent on the basis 
of the increased capital, by the fore- 
shadowing of a final dividend of 


7 per cent on the increased capital. 
For the year 1960 it is intended to 
pay a total of 14 per cent. 

Early in August the Bank of Scot- 
land announced capitalization and 
rights issue—both on a_ one-for- 
five basis. ‘The cash issue will be 
at 50s for each {£1 of stock, and the 
total disclosed resources of the bank 
will thus be raised by {3.2 millions 
to £12.4 millions. 


Credit for Consumers 


The detailed analysis of bank ad- 
vances in the quarter February-May, 
which was published in mid-June 
and is set out on page 482, included 
several weeks of peak demand, and 
thus showed a rise 1n aggregate ad- 
vances that was only moderately 
short of the previous quarter’s un- 
precedented rise—at {213 millions, 
compared with £245 millions. ‘This 
brought aggregate advances—made 
in Great Britain by all members of 
the British Bankers’ Association— 
to the new peak of £2,690 millions, 
an increase of £588 millions, or 
29 per cent, in the nine months 
since the lifting of the squeeze. 

Slightly over one-quarter of this 
new credit went to the “ personal 
and professional ”’ category of bor- 
rowers, which had been the most 
constricted of all during the years 
of ‘ directive’ restraint. Advances 
to this category, by BBA member 
banks as a whole, rose during the 
quarter by {£51 millions and over 
the nine months by £152 millions, 
or no less than 45 per cent. 

Not far short of a further quarter 
of the additional bank finance can 
be regarded, however, as having been 
extended to individuals and con- 
sumers indirectly, by way of hire- 
purchase finance houses and re- 
tailers. ‘The former increased their 
bank borrowings by £24 millions 
in the quarter, and by £55 millions 
in the nine months, to a peak of 
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£83 millions, while retail traders 
borrowed an additional £20 millions 
and £80 millions in the two periods 
respectively. Altogether, therefore, 
these three categories absorbed {286 
millions over the nine months. Of 
the remaining {£300 millions, the 
bulk was taken by food, drink and 
tobacco ({49 millions), agriculture 
(also £49 millions), “‘ other’ finan- 
cial (£39 millions), engineering (£36 
millions) and builders and con- 
tractors (£26 millions). 


Spain Devalues 


After six months of persistent 
rumours the devaluation of the 
peseta, announced on July 18, came 
as no surprise. ‘The new, unified, 
rate was fixed at 60 to the $1 (168 
to the £1), compared with 42 to the 
$1 (118 to the £1) previously. As in 
recent exchange reforms in Latin 
America the devaluation was accom- 
panied by the launching of a new 
stabilization plan at home and the 
extension of substantial credits by 


overseas banks and _ international 
agencies. 
These credits total more than 


$375 millions and include $100 mil- 
lions from the European Fund (of 
which Britain will contribute 30 per 


cent of any sums drawn), $75 mil- 
lions from the IMF, $70 millions 
from American commercial banks 
and $130 millions from US Govern- 
ment agencies (comprising $40 muil- 
lions of Defence Aid for the fiscal 
year 1959-60, $30 millions from the 
Ex-Im Bank and $60 of agricultural 
products sold to Spain under Public 
Law 480 against payment in pesetas). 

The stabilization plan includes 
measures to reduce the public sector 
deficit: it is hoped that government 
borrowing from the Bank of Spain, 
which has played a large part in the 
inflation of credit in recent years, 
will cease in 1960. It also imposes 
a ceiling on bank credits to private 
borrowers, higher interest rates, and 
a tax on certain exports (to be re- 
moved over three years) to prevent 
the rise in exporters’ incomes from 
increasing demand at home. 

This milestone in Spain’s eco- 
nomic history was marked by her 
admittance to full membership of 
the Organization for European Eco- 
nomic Co-operation, thus raising the 
total membership from seventeen to 
eighteen. Spain agreed to free at 
least 50 per cent of her private 
imports from quantitative restric- 
tions by the end of July. ‘Thus in 
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one month Spain has taken several 
substantial steps away from the 
siege economy that she has endured 
since the civil war. 


New Funds for the ICFC 


The Industrial and Commercial 
Finance Corporation has agreed a 
new basis for financing its operations. 
Henceforth the Corporation will not 
rely wholly on the commercial banks, 
which with the Bank of England 
hold its entire equity, for long- 
term funds but will raise these in 
the market. In preparation for its 
initial venture to the market—which 
took the form of a £10 millions 
issue of 54 per cent debentures at 
984 in mid-July—-ICFC was made 
a public company and the banks 
paid up their share capital in full. 

Some of the: proceeds of the 
debenture issue will be used to re- 
duce the hard core of bank borrow- 
ing to £15 millions—it was reduced 
from {£25 millions to £19 millions 
in the year to March 31 by the 
banks’ share subscriptions. ‘There- 
after it is proposed to maintain it at 
around that figure. 

This new arrangement will re- 
move the anomaly that made ICFC 
dependent for its finance on the 
banks, who these days are among its 
main competitors. It is expected 
to be followed by some raising of 
the present ceiling of £200,000 on 
individual loans by the Corporation. 


—And for the FCI 


The Finance Corporation for In- 
dustry has also raised new funds 
outside the commercial banks. This 
has taken the unusual form of an 
advance of £5 millions by the Bank 
of England, made on October 1 last, 
as “‘ payment in advance of moneys 
uncalled on the shares in the Cor- 
poration held by the Bank”. The 
advance, the directors say, was 
made, at ‘a nominal rate of in- 


terest’, solely to enable the Cor- 
poration to build up reserves. 

It was arranged in a year in which 
the Corporation suffered a loss of 
some {2,196,000—following a loss 
of £902,000 in the previous year— 
and while there is no direct connec- 
tion between these two facts their 
conjunction does suggest that a re- 
view of the whole rationale of the 
FCI would be timely. In his chair- 
man’s statement last month Lord 
Weeks assured shareholders that it 
had been “considerations of na- 
tional interest’’ that had led the 
FCI into such unprofitable invest- 
ments. This must raise the question 
whether the Corporation’s normal 
commercial business should not be 
separated from that transacted “ in 
the national interest’—in an 
accounting sense if in no other. 


Electronic Book-keeping 
for Barclays 

Barclays seems likely to be the 
first British bank to instal a full- 
scale system of electronic account- 
keeping. ‘The bank has ordered an 
‘* Emidec 1100 ”’ computer, at a cost 
of £125,000, and expects this to be 
ready for operation in about two 
years’ time at a central book-keeping 
point to maintain normal banking 
accounts (without change in the 
format of customers’ statements) 
for a geographically concentrated 
group of probably fifteen branches 
in the West End of London. The 
special characteristic of the system, 
which it is believed may be the first 
of its kind in any bank in the world, 
is that it will not require the physical 
carriage of the basic documents from 
the branches to the centre, but will 
feed the computer directly with the 
relevant data from these documents 
by means of teleprinters and punched 
tape. When fully loaded the com- 
puter is expected to carry 40,000 
current accounts. 
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Reflation Takes Hold 


UDGED by the level of industrial output or of unemployment the 

economy has responded vigorously to the Chancellor’s stimuli. In 

May and June the seasonally-adjusted index of industrial production 

was some 2-3 per cent above its level at the beginning of the year 
and some 4-5 per cent above the “ floor”’ of last year’s recession. ‘This 
rate of expansion, though not significantly different from that recorded in 
many other post-war years, has none the less been rather faster than 
most observers had predicted. Moreover, it has been associated with a 
fall of more than one-third in the total of unemployed—from 621,000 in 
mid-January to 395,000 in mid-July. This is by far the biggest decline 
recorded in the first half of any year since the war and is more than 
100,000 greater than could be accounted for by normal seasonal influences. 
Combined with the more than seasonal rise in unfilled vacancies—from 
156,000 in January to 276,000 in July—this striking movement has sug- 
gested to some observers that in this respect at least the estimates of “* excess 
capacity ’’ on which reflationary policy has been based may have been 
over-optimistic. Similarly, the rapid growth in bank credit in recent 
months, the bases of which are analysed in a subsequent article, has given 
rise to some doubts about the accuracy of earlier forecasts of the course 
of demand. Inevitably, therefore, the question has been raised whether 
the current pace of reflation is not a little too hot. 

The fact that this question should be raised at all at a time when output 
has only just passed its pre-recession level is itself a little disquieting. It 
indicates the existence of an inflationary psychosis that could easily upset 
any analysis couched in terms of productive capacity and prospective 
demand. ‘That psychosis is the natural legacy of the long period of inflation 
and is one of the facts of economic life that must be taken into account 
by the policy-makers. But while the existence of this inflationary psychosis 
can provide a valuable safeguard against inflation it can also, if it 
misinterprets the evidence, turn a healthy expansion into an inflationary 
boom. The doubts discreetly voiced by some commentators recently, and 
echoed in even more muted tones in the gilt-edged market, stem from a 
commendable concern that the stability of prices enjoyed in the past fifteen 
months—the longest period of stability since the 1930s—should not be 
imperilled. ‘The maintenance of that hard-won stability must remain the 
cardinal aim of official policy, to which, if the need arises, the aim of 
expansion must temporarily give way. But is there in fact any evidence 
that the present rate of expansion is incompatible with the preservation of 
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price stability ? Has anything happened since April that would invalidate 
the generally-agreed verdict that Mr Amory had kept his budget con- 
cessions within the limits of safety ? 

As expected, in the months since the budget consumer demand has 
continued to provide the main impetus to expansion. Retail sales in April, 
May and June were some 5-6 per cent higher in volume than in the corre- 
sponding months a year earlier. ‘This was approximately twice the rate of 
increase recorded in the first quarter of the year, when total consumers’ 
expenditure (of which retail sales account for about one-half) is estimated 
to have been 14 per cent higher in real terms than in the same months of 
1958. On this basis total consumer demand in the second quarter of the 
year may have been slightly more than 3 per cent higher than a year earlier, 
which would represent a return to the rate of increase shown in the final 
quarter of 1958. ‘This does not seem excessive for a period that benefited 
from the impact of the reduction in purchase-tax rates, the accelerated 
repayment of post-war credits and the adjustment of PAYE deductions to 
the lower rate of income tax. Admittedly, the rise in consumer spending 
has been concentrated on durable goods (sales of which in the second 
quarter were more than 20 per cent higher than a year earlier), but this 
was an inevitable consequence of the freeing of hire purchase and cutting 
of purchase tax and may be expected to become less marked in the months 
ahead. Although the recent increase in spending may have stretched the 
capacities of some firms to the limit—this is certainly suggested by the 
lengthening waiting lists for cars, where the upsurge in home demand has 
coincided with a boom in export sales—it does not appear to have caused 
any serious inflationary bottlenecks. 

Investment expenditure also has followed the course predicted at the 
time of the budget. Gross fixed capital formation in the first quarter of 
the year remained at approximately the same rate as in the final quarter of 
last year, a decline in investment in manufacturing industry being almost 
exactly counterbalanced by increases in public sector investment and in 
private house-building. ‘This pattern may have been repeated in the 
second quarter of the year, when the public sector investment programmes 
were gathering speed. There are some signs, however, that investment in 
manufacturing industry, which in the first quarter of this year was 10 per 
cent lower than in the first quarter of 1958, is likely to revive shortly. Indus- 
trial building schemes covering an area of 29.7 million square feet were 
approved in the first half of this year, compared with 22.5 million square 
feet in the first half of 1958. The inflow of new orders for machine tools 
also has shown signs of quickening and some leading companies producing 
capital goods have reported an increase in inquiries. It may be a con- 
siderable time before these orders and approvals are translated into actual 
investment expenditure. At all events, the degree of excess capacity in 
most capital goods industries is sufficient to accommodate any foreseeable 
rise in investment. 

Investment in stocks, which so often confounds economic forecasting, 
so far appears to have played little active part in the process of reflation. 
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The destocking that was the chief cause of last year’s mild recession ended 
in the third quarter of the year, but the recovery apparent in the closing 
months of the year has not continued. The rise of £40 millions in total 
stocks and work in progress recorded in the first quarter of this year was 
in fact less than the normal seasonal movement. ‘This outcome was attri- 
butable mainly to a reduction in stocks of finished goods as consumer 
demand rose; it seems likely that these stocks will be replenished as the 
pipelines are refilled in coming months. ‘There is, however, little sign of 
any disposition to lay in stocks of raw materials in anticipation of a rise 
in their prices, though the National Coal Board has been compelled to 
accept a substantial involuntary stock-piling of small coal. 


Economy on Course 


In only one sector of the economy has the strength of demand differed 
significantly from that expected in April—exports. The striking increase 
in exports in the second quarter is undoubtedly the most unexpected and 
the most encouraging development since the budget. In his budget speech, 
it may be recalled, the Chancellor stated that “‘ My expectation... 
is that our total exports will continue to run at about the present level for 
a few months to come and then . . . increase somewhat”. In fact, how- 
ever, exports in the second quarter of the year were 7 per cent higher than 
in the first quarter and (after making allowance for the dock strike of 1958) 
some 43 per cent, or say £40 millions, higher than in the same months a 
year earlier. Overseas demand has thus played an unexpected but most 
welcome part in Britain’s re-expansion. If the improvement shown in 
the second quarter were maintained it would represent an increase in 
demand of about £150 millions a year, most of which must be reckoned 
additional to the increase in total demand envisaged by the Chancellor at 
budget time. The recent rise in exports, however, has been concentrated 
in steel, chemical and engineering products, industries that are working 
well below capacity, and thus, except perhaps in the motor industry, has 
imposed little strain on resources. On the other hand, it has perceptibly 
diminished the risk that the expansionary budget would have unfavourable 
repercussions on sterling and the balance of payments. 

In most other respects the economy appears to have followed fairly 
closely the course set by the Chancellor in his budget. True, the fall in 
unemployment, which has contrasted so sharply with American experience 
in the early stages of recovery, has been rather more rapid than was en- 
visaged but it has not been fully matched by a corresponding increase in 
employment. ‘Taking a slightly longer view, in the twelve months to 
June 30 last, despite a reduction of 49,000 in the armed forces, the total 
number in civil employment dropped by some 63,000 to 23,020,000, while 
the number registered as wholly unemployed rose by only 9,000. This 
indicates that over the year there was a reduction of about 100,000 in the 
working population. Within these global figures, however, there has been 
a substantial re-allocation of labour from declining industries (notably 
coal) to growing industries. 
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Seen in this light the sharp fall in unemployment is perhaps not so dis- 
quieting as it appears at first sight. It indicates that the increase in produc- 
tion over the past year has in fact been achieved mainly by an increase in 
output per head. Furthermore, it suggests that the reserve of labour that 
could be called upon to meet a further increase in demand is rather larger 
than is indicated by the figures of registered unemployed. Indeed, the 
exceptionally large rise of 85,000 in civil employment in June was accom- 
panied by an increase of 50,000 in the working population, during a month 
in which there is normally a seasonal decrease of about 10,000. 

None the less, the elasticity afforded by such fringe workers could easily 
be overstretched. There would certainly be cause for concern if the total of 
unemployed, seasonally adjusted, declined further in the remaining months 
of this year. The mid-July total of unemployment, even allowing for the 
season, was below 2 per cent of the total working population, the proportion 
that past experience suggests is critical. 

With this reservation, it can be asserted with reasonable confidence that 
there is little danger that the growth of aggregate demand in coming months 
will be greater than the economy can accommodate without inflationary 
strains. If the threat of inflation is greater to-day than it was four months 
ago this is due less to any unanticipated acceleration in demand than to 
the more aggressive policy adopted by some leading trade unions. Hopes 
that stable prices, the generally higher level of unemployment or narrow 
political calculations would exert a moderating influence on this year’s 
round of wage claims have not so far been fulfilled. Initially, it was thought 
that the unions would react to this conjuncture by pressing for reductions 
in hours and increases in compensation payments instead of making the 
traditional demand for an increase in basic wage rates. This, indeed, 
seemed the logical and desirable reaction both from the unions’ point of 
view and from that of the community as a whole. These hopes, however, 
were shaken at the end of April by the decision of the engineering unions 
to add a claim for a substantial increase in wages to their demand for a 
40-hour week. 

Until the outcome of this claim is known it is impossible to gauge the 
standard on which this year’s wage awards will be based. It may, indeed, no 
longer be appropriate to speak in terms of a “‘ standard”’. The repeal of 
the Industrial Disputes Order at the end of last year has made the consent 
of both sides necessary before a dispute can go to arbitration and, more- 
over, the stability of the cost of living over the past year has robbed the 
arbitrators themselves of the most convenient formula by which to reconcile 
the two sides in a wages dispute. If any pattern is emerging this year it appears 
to be that the period between major awards in any industry is lengthening 
rather than that the actual size of the awards themselves will be smaller. 

Herein, perhaps, lies the main hope of preserving the price stability so 
laboriously won. ‘That stability will not be preserved easily. The average 
rise in wages rates last year, 34 per cent, though low by comparison with 
the preceding years was still above the long-term growth of productivity in 
this country, and perhaps even above the growth that will be achieved in 
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this year, when conditions are exceptionally favourable. In the remaining 
months of this year British costs and prices may well benefit from a rapid 
expansion in output unaccompanied by any corresponding increase in 
employment. [Except in the very short-run, however, it is doubtful whether 
British industry, taken as a whole, can prevent a further increase in its 
costs if the average rise in wage rates exceeds 3} per cent, particularly since 
manufacturers cannot count on any further fall in raw material prices and 
may indeed have to face a rise. ‘The prospect for prices, therefore, depends 
largely upon how far employers are willing to resist the pressure for sub- 
stantial wage increases. 

It is at this point that the substantial degree of unused, and even surplus, 
capacity in large sections of British industry may play its most crucial part. 
The existence of that idle capacity is severely straining the price agreements 
operated by some industries. Many manufacturers, aware that in due 
course their collective price agreements are likely to fall foul of the Restric- 
tive Practices Court, believe that the present underemployment of capacity 
may lead to a serious bout of price-cutting. In these circumstances they 
are likely to be especially anxious to avoid any increase in operating costs. 


The ** Cost ’’ of Restraint 


These facts are certainly known to the leaders of the trade unions, most 
of whom recognize the dangers to employment inherent in any attempt to 
force up costs in the present competitive environment. Unfortunately 
they are not generally accepted by the rank and file of the movement, 
which has grown accustomed to the post-war pattern of annual wage 
increases. It is, however, surely not impossible that some compromise 
can be reached that will preserve the stability of prices without unnecessary 
interruption of production. ‘This is not to say that the trade unions are 
the arbiters of inflation. ‘That role is, as it has always been, the Govern- 
ment’s. But, as the TUC itself points out in the first of its economic 
surveys, the deflationary policies pursued by the Government after 1956 
‘“ have, despite the more militant wages policy approved by Congress since 
1956, succeeded—at a cost—in imposing a policy of wage restraint on the 
trade unions’’. That cost, the TUC stresses, must be reckoned in terms of the 
potential output lost in the past three years. Must the “ cost’ of imposing 
wage restraint in the coming year be reckoned in terms of the faster rate 
of expansion that could have been sustained if the unions had moderated 
their claims ? 

The pace of reflation in the past four months does not appear to have 
been too hot if considered in relation to the economy’s capacity. Inevitably, 
however, it has strengthened the hands of the trade unions and if they 
choose to use that increased power in pressing hard for substantial pay 
increases the repercussions on costs and on confidence may be such that 
the rate of expansion in fact becomes inflationary. Whether the present 
pace of expansion is compatible with price stability will depend mainly 
upon the responsibility with which the unions exercise the increased power 
bestowed on them by reflation. 
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Fuel Strategy in 
Fragments 


By J. E. HARTSHORN 


T no time other than the end of 1956, as one of the personalities 
most intimately concerned has since said more than once, could 
a British Cabinet have been brought to accept a nuclear elec- 
tricity programme three times as large as the one it had decided 
upon only two years before. ‘There were some special reasons for that; 
but broadly the same might be said of the other long-term energy pro- 
grammes accepted in that year, which still govern the capital investment 
in Britain’s nationalized fuel industries to-day and will largely settle the 
level and pattern of the country’s energy production in the middle ’sixties. 
Nineteen fifty-six was a year by the end of which three major assumptions 
underlay energy policy. Economically, the policy-makers were still pre- 
paring for a fairly high rate of expansion, continued if not steady, needing 
the brake from time to time but also needing a commensurate growth in 
basic industries and services. ‘Technically, they were advised that the 
new source of energy recently proved practicable might be made cheaper, 
and competitive in cost with existing fuels, much sooner than had been 
expected. Politically and strategically, the Government was at some pains 
to demonstrate that Britain’s future prosperity was not as dependent upon 
the growth of oil supplies from the Middle East as it had been glad to 
proclaim before the Suez incident. 

Revision of the energy programme at the beginning of 1957 was never 
too openly admitted to be aimed at the moderation of this dependence 
upon rapidly-growing supplies of imported fuel—in particular, at the 
expense of the planned expansion in supplies of oil, so shortly before hailed 
as “‘ the fuel to fill the gap’. But Mr Maudling, setting out the objective 
of ‘‘ ensuring that the contribution to our balance of payments from indi- 
genous supplies is as large as we can possibly make it’’, did make this 
element in it moderately clear. He accepted that further competition 
between oil and coal, at least in electricity generation, must result from 
the heavier reliance upon nuclear stations, but did not seem to reckon 
upon much reduction in coal consumption there; already in May, 1957 
(about eighteen months before the National Union of Mineworkers hap- 
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pened upon the notion) he was talking guardedly about “ rephasing ”’ the 
power stations’ oil contracts. Effectively, Britain’s fuel market is protected 
against imported coal, as nobody except the National Coal Board, in emer- 
gencies, can get an import licence for it. ‘There was no question of protection 
against oil, no question but that oil imports would increase; the shift in 
policy meant simply “ Not so fast.”’ 

Import-saving usually costs extra; in this case, extra capital investment. 
‘The fixed investment in electricity supply to which the Government had 
already been committed for the period 1956-65 before increasing the nuclear 
programme had been about £2,750 millions over ten years. ‘The heavier 
nuclear commitment, to stations of which the capital cost is far higher than 
for those burning coal (or oil), increased this to £3,350 millions; an extra 
£600 millions (or £750 millions more, the Government reckoned, than a 
similar programme composed entirely of power stations burning coal). 
Over the years to 1965-66, investment planned for the nationalized fuel 
industries was increased by this change in policy to some £5,000 millions. 


All Changed, Changed Utterly... 


Of that policy, and the assumptions that lay behind it, little but those 
huge investment programmes remains intact to-day. Nothing could seem 
more utterly remote from the realities of the fuel market in 1959, with 
imported fuels flooding Britain and western Europe, and those “* indigenous 
supplies”? from which “the largest possible contribution ’’ was intended 
unable to find nearly enough buyers. Like most other observers who had 
ever looked at the subject, Mr Maudling had recognized that import-saving 
would eventually conflict with price relationships and consumers’ choice, 
and nobody can criticize the Government or the Coal Board for assuming 
that “‘ eventually ’’ meant several years hence. But none of us expected 
that this objective of policy would be buried so soon under mountains of 
unsold coal. 

The time of this economic transformation scene was set by the fact that 
even before the policy was formulated, expansion had stopped. It had 
ceased, and activity was turning downwards, in the United States; it levelled 
out, though no dip came until last year, in Britain; later again, it faltered 
in western Europe. Demand for fuel, in its turn, fell away in the United 
States and Britain and ceased to rise in western Europe—with a particu- 
larly pronounced effect upon the orders for fuel moving in international 
trade, and the prices at which it could be landed by importing countries. 

The American coal industry, which had managed some recovery from its 
long post-war decline through growing power-station demand at home and 
development of a large export trade to Europe, was hit by recession at 
home. Its exports to continental Europe, partly under long-term con- 
tracts made at the time of Suez, continued at a fairly high rate, exporting 
some of its underemployment to German and Belgian mines. Working 
far below capacity, it was quoting very low prices; moreover, transatlantic 
freight rates dropped to uneconomic levels because the pause in world 
economic expansion was leaving dry-cargo tonnage surplus. By the end 
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of last year, this coal was being landed in Europe for $11-12 a ton; it was 
said that Pennsylvania coal could be delivered into the Ruhr cheaper than 
coal could be mined there. 

Price competition from oil, however, has become even more effective. 
As with coal, freight rates fell to rock-bottom levels: far more new tankers 
than dry-cargo ships were steadily coming off the ways of the world’s 
shipyards to swell the surplus of tonnage. Posted prices for crude 
oil in the Middle East and Venezuela were first ‘‘ shaded’”’ with heavy 
discounts on actual sales, then cut, then “ shaded’”’ again. Here a special 
factor intervened: United States protection of its domestic oil production. 
The imposition of official import quotas checked the easy assumptions that 
by the mid-’sixties American imports of oil would vastly increase. It cut 
off much of the growth in demand against which new oil-producing capacity 
had been brought in in Venezuela and increases in “ off-take’”’ from the 
Middle East had been confidently planned. And into this market, in 
which surplus capacity has naturally driven prices down, some Russian oil, 
in significant though not massive tonnages of products, has now begun 
steadily to slop over. All these factors have made for price-cutting in the 
British and European market—particularly of the black oils, the products 
for which lowering prices can substantially widen the market, at the expense 
of “‘ indigenous ”’ general fuels. 


Tip in the Technical Balance 


Technically, too, the assumptions of 1956-57 no longer hold as good. 
With presumably as much reason as they had for then being optimistic 
and a couple of years’ more experiments behind them, experts in the 
Atomic Energy Authority, and perhaps more importantly in the Central 
Electricity Generating Board, now seem more pessimistic about the time it 
may take to design and commission nuclear power stations that can match 
the cost of power from coal- and oil-fired stations. Some reductions have 
been achieved and seem likely to be achieved in the capital cost of these 
stations (though most of the consortiums of contractors building those 
under construction have already said that they will lose money on the 
jobs). But the hopes of a sufficient reduction in capital costs for later 
stations of the current “‘ generation’? now seem much smaller. Parity 
with conventional generation costs may have to await major advances in 
design and in the effective use of available enriched fuels such as plutonium. 

The nuclear stations operating by the middle ’sixties, it now seems to be 
accepted, will generate electricity costing perhaps 20 per cent more than 
could have been obtained from modern conventional stations available by 
then. Not only does this make more difficult the problem, which will 
then be reached, of designing nuclear stations for use less continuously 
than for the “‘ base load”’ operations that their capital costs now make 
imperative. It may mean that much of Britain’s base load electricity, for 
twenty years or so, may cost more than it need have done from conventional 
stations or from the improved nuclear ones that may later be designed. 

One major reason why it may take longer to get nuclear power costs 
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competitive is that the capital costs of power stations to burn coal have 
been coming down faster than those of nuclear stations. ‘This is largely 
though not entirely due to economies that come from building the stations 
bigger. ‘Technically, again, coal’s chances may somewhat have improved 
since 1956-57 through the development of gasification processes that are 
far more efficient than the traditional carbonization plant. 

But cheaper power stations to burn East Midlands coal could just as 
efficiently burn American coal or oil. Before the coal gasification tech- 
niques are perfected, a good deal of gas industry investment is going into 
various forms of oil gasification. These are of varying efficiency, but 
generally, for areas remote from the mines and at to-day’s low oil prices, 
they are cheaper than gas-making by carbonization. 

Beyond these processes, moreover, the chances of importing liquefied 
natural gas from Venezuela, the Middle East, or any of the oilfields now 
recycling gas or flaring it to waste, must now be counted much less remote 
than they were a few years ago. Exploration in Britain has not turned up 
the deposits of natural gas discovered in Italy, Germany, and now France’s 
Lacq; but research and development have achieved safe ocean transport of 
liquefied methane and the promise of very cheap gas indeed, landed from 
specially-built tankers. Such gas would compete with electricity in the 
consumer market, with coal as a source of gas, and to some extent with oil 
as a general fuel—though it remains for the most part another product of 
the petroleum industry, which in the long run would affect its power to 
compete in price with other petroleum products. 

This balance of technical change, over the last two years or so, can thus 
hardly be said to have remained on the side of the indigenous fuels. Economic 
sea transport of natural gas would vastly increase Britain’s chances to import 
fuel from petroleum sources outside the Middle East, in addition to alterna- 
tive areas, such as the Sahara, of which the oil industry has been hastening 
development since Suez. ‘The host governments’ desire for fuller partici- 
pation in the control of the oil industries within their borders—and also for 
a larger share of oil revenues—has not diminished. But in the present state 
of world oil surplus the power of any single area to hold consuming countries 
to ransom in petroleum prices does seem sensibly to have diminished. 


The Impact on Coal 


Whatever the plans for import-saving, and the modifications of their 
contracts to supply power stations that they have tacitly accepted over the 
last two years, therefore, the oil companies have not found it hard to 
increase sales in the British market. ‘Their gain has been entirely at the 
expense of coal, the only significant indigenous fuel we have so far; and coal 
has lost more than they have gained, since total fuel consumption has 
dropped sharply from the level of 1956. The powerful price competition 
of oil, in which new industrial customers have been gained by large dis- 
counts below the posted zonal prices, has been assisted by a non-economic 
advantage: the preference of domestic and commercial consumers for clean 
and convenient fuels, even if they cost a little more. Clean air legislation 
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has played some part; so has the steady building of new houses, in which 
the poor obtain more efficient grates and the more affluent central heating, 
often with oil. 

With export markets flooded by cheap American and Polish coal, the 
British industry’s total sales fell sharply: from some 228 million tons in 
1956 to 208 million tons in 1958, with a probable further fall of 10-15 
million tons this year. No comparable drop in demand has been known 
since the early nineteen-thirties. And though some of the biggest elements 
in the switch to oil during these three years, such as the growth of oil con- 
sumption by power stations, may now largely be completed, there is little 
doubt that the process will continue quite rapidly. So far, there is no sign 
that industrial recovery is reviving demand for coal: continued growth in 
oil sales is accounting for more than any increase in total fuel consumption. 

The Coal Board has not found it easy to cut production down as much 
as demand has fallen. Last year it abandoned Saturday working; it has 
cut down open-cast operations and plans to run them down almost to 
nothing over the coming years, which will greatly reduce the profits it can 
set against losses in other sections of its business; it has hastened the 
planned closure of a number of marginal mines from which sales are 
particularly unprofitable. It has almost entirely suspended recruitment of 
new labour, in an attempt to let “‘ natural wastage ’’ cover the reduction in 
the total labour force from the closing of these mines. Yet stocks of unsold 
coal passed 30 million tons early last month; the extra costs of stocking 
this tonnage are wiping out any extra profits the Board has been able to 
show from its retreat to more efficient working. 


Policy Before an Election 


Only to a very limited extent has the Government assisted the industry 
in this policy of retrenchment. Reductions in the amount of oil that the 
power stations are to take over the next ten years had already been largely 
arranged before the Coal Board’s plight became fully evident. Fuel loans 
to convert equipment from burning coal to oil have come to an end, though 
such changeovers still attract double the normal rate of investment allow- 
ance. Belatedly, efficient boilers using coal have been allowed the same 
exemption from clean air regulations as oil equipment always enjoyed. 
The Coal Board has revised its long-term investment plan ©» take account 
of this downward shift in its demand. But in doing so it appears to have 
obtained no clear guidance from the Government about the rate of general 
economic expansion upon which it might postulate its guesses of total energy 
demand and the share of this that it hopes coal may get. 

It is highly understandable, in the economic and political circumstances 
of 1959, that the Government should maintain a rather aloof fixity upon 
the framework of fuel policy. It may sound optimistic for Mr Maudling 
to maintain his estimate of 1957 that by 1965 Britain will be consuming 
the equivalent of 300 million tons of coal: he has certainly been offered a 
selection of alternative estimates, some markedly lower, to choose among. 
But Mr Maudling is as competent a fuel forecaster as any advising him, 
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and a politician whom the last two years outside fuel may have taught the 
inconvenience of getting out on a limb. Undue cold-bloodedness at this 
time about prospective fuel demand in the ’sixties might give his opponents 
the chance to label him, at the election, as the first Cabinet Minister who 
formally wrote down that famous and hopeful rate of expansion that the 
Government has never quite torn down from the mast to which Mr Butler 
nailed it in 1954. 

If his more optimistic hopes about expansion from now on were to prove 
correct, the coal industry might well be passing the nadir of its inland sales 
this year or next—though even if it did continued restrictions upon output 
might be necessary for years to reduce those unsold stocks to any manage- 
able proportions. It is understandable, again, that until the election the 
Government should be anxious not to adopt any more positive fuel policy 
than what it now calls ‘‘ free competition in fuel ’’—i.e. no more protection 
against imported fuel than now exists against American coal and Russian 
oil; freedom for western oil to encroach further upon the markets formerly 
supplied by the indigenous fuels; and yet continued support for the level 
and pattern of investment in the nationalized fuel industries decided on in 
the import-saving enthusiasm of two and a half years ago. 

Only the miners, after all, are unmixedly sure what some new positive 
policy should do: they would tax “‘ dumped” fuel oil enough to stop it 
competing with coal, as Western Germany already proposes to do. There 
may be vestiges of a theoretical argument for that adjective ‘‘ dumped ”’, 
since the companies now say they are now making losses on the combined 
operations of transporting, refining, and distributing Middle East oil in 
western Europe: put more simply, the profit that they make on producing 
all the oil that they can get to market and sell is enough to make it worth 
while refining and distributing even at a loss. But no such case can be 
made out against fuel oil as such or any other refined product: none has 
any thoroughly distinct and identifiable cost of processing. 

In any case, there seems no chance of any such tax from a Conservative 
Government, nor any need of one from a Labour Government. ‘To the 
extent that recession in coal demand might be considered a temporary and 
passing weakness, against which it might be unwise to cut back mining 
capacity and employment in full proportion, “ protection”’ exists ready- 
made in the opportunity that a nationalized industry possesses to run 
deficits without going into liquidation. Protection against the element of 
deeper, structural decline in demand for coal would be unjustified because 
it would be hopeless. Reorganization, further mechanization and, above all, 
concentration inside the mines, matched by more rapid development of the 
new coal-processing techniques outside them, should give the coal industry 
fair chances of competing economically with imported fuels and selling a 
substantial, though markedly smaller, output by the mid-’sixties—perhaps 
180-200 million tons a year. 

Since the beginning of this year the Coal Board has ceased to begin any 
more major reconstructions of mines. Most of those in its £1,000-million 
long-term plan are already under way. Some savings in investment can 
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presumably be achieved if it lowers its aim from substantially increasing 
production to producing the same amount or rather less coal much more 
efficiently; against such savings there has been some inflation of investment 
costs since 1955. The Board has yet to publish its revised estimates of 
demand, capacity required, and capital expenditure; but it is unlikely to 
lower its total investment plans as much as its output targets. 

No admission that similar revision may become advisable for the enlarged 
long-term investment programme in nuclear energy, an “‘ indigenous ”’ fuel 
that seems likely to be far less competitive even than coal, has yet been 
allowed to sully the lips of any Government spokesman. Mr Thorney- 
croft’s cuts in public investment in 1957 stretched out the programme to 
commission 5,000-6,000 MW over one year longer, to 1966-67. The 
Generating Board, according to rumour resisting Government “ encourage- 
ment ’’, kept the programme stretched out when these cuts were restored, 
and has been placing its first round of orders much more slowly than its 
contracting consortiums, at least, would wish. Inside Whitehall, estimates 
of the amount of nuclear capacity that may in fact be commissioned by the 
mid-’sixties are sometimes nowadays surprisingly low in comparison with 
published programmes. But no formal retreat from the more ambitious 


programme has been made or seems in prospect. 
A Delayed Cost? 


No sensible person would care to take any such decision lightly. The 
very absence of experience and hard fact in any calculations about nuclear 
power costs may give laymen more equanimity in ignoring newly pessi- 
mistic ones—though if one waited for the kind of firm data one has in 
dealing with more established forms of technology, no decisions for or 
against nuclear investment would in fact ever have been made. “ If hopes 
were dupes, fears may be liars”’ is not perhaps the ideal principle to 
justify, in retrospect, the decision to spend an extra £600 millions of public 
money; but it may offer some encouragement for not changing one’s mind 
too hastily. The nuclear programme was never wholly aimed at getting 
Britain cheap electricity; it was also designed to secure Britain a lead in 
this exciting and prestigious new technology. It may be that this second 
aim, too, might better be served by diversifying the kinds of reactor that 
one builds after the first half-dozen or so, rather than sticking to steady 
development of the one basic type; but would the research resources avail- 
able for British nuclear technology make such an alternative practicable? 
It is perhaps fair to add that the variously vested interests involved in the 
nuclear programme, for a Conservative Government, may seem no less 
formidable than the miners to a Labour Government. 

British consumers in the ’sixties, therefore, seem unlikely in practice to 
be ‘saved’ from consuming all the cheap imported fuel that they may 
desire. But nor do they seem likely to escape much of the extra capital 
expenditure that was designed to help them do without some of those 
imports. Will this be written off, by the historians, as one of the longest- 


delayed costs of Suez ? 
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ATHER more than a year has passed since the ending of direct 
controls over bank advances restored to the banks their traditional 
freedom to decide for themselves, within the limits set by official 
monetary policy in its wider sense, the extent and pattern of 
their lendings. At the same time the first important easing of controls 
over capital issues opened the door to direct participation by the banks in 
the business of hire-purchase finance. Most people are now well aware 
how these two changes, quickly followed by the relaxation and then the 
ending of controls over the terms of hire-purchase contracts, prepared the 
way for an important stimulation of the economy by demand founded 
upon borrowed money—whether from the banks direct or from the hire- 
purchase financiers. Up to the present, as the opening article in this 
issue shows, the effects on the economy of these reflationary measures, 
working in conjunction with those flowing from the public sector, appear 
to have been roughly of the kind and scale that had been foreseen. The 
effects on the banking system and credit structure, however, have taken 
many observers by surprise. On the one hand, the dramatic rise in bank 
advances has far surpassed their first expectations; on the other hand, 
until quite recently there had been no perceptible change in the rate of 
expansion of the volume of credit as a whole. Now, in the two months to 
mid-July, the pace has suddenly spurted to a rate that has not been experi- 
enced since the Daltonian race of 1946. ‘This article analyses the salient 
credit trends since the freeing and then considers whether the recent spurt 
implies either a change in official policy or a sharpening of the impact on 
the economy. 

From the early autumn of 1958, and with first effect in the make-up 
figures for mid-September, the knowledge that the banks had become 
eager and even aggressive lenders again, for the first time for twenty years 
or more, produced a surge in demand for overdraft and loan facilities 
without precedent in modern times. ‘The much-publicized innovations in 
banking practice, notably including the introduction of the instalment-type 
‘personal’ loan, have not played, directly, any large part in this process. 
Indirectly, however, they have been of major importance. The publicity 
given to them and—hardly less significant—the rejoinders from those banks 
that disdain to offer such new-fangled facilities, have proved to the world 
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the smile on the face of the lender. Thanks very largely to the public’s 
speedy recognition of this new look, aggregate bank advances have expanded 
by more than one-third, and by far the greater part of this new business 
has been transacted by the long-accustomed methods. In the twelve 
months to mid-July the total advances of the clearing banks (including the 
new-style personal loans, for which no separate figures are available) rose 
by no less than £679 millions, to the new peak of £2,676 millions. This 
rate of climb is roughly twice as fast as the fastest previously experienced 
since the war. ‘To find a faster rate it is necessary to look back to the 
extraordinary and shortlived boom that followed the end of World War I. 

This experience, it is important to observe, affords no guide in itself to 
what is likely to happen in the future. It is not a measure of the behaviour 
of bank advances in the new conditions of freedom, nor even of their 
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behaviour in a phase when official policy swings from disinflation to 
reflation. It is mainly the consequence of transition to a new era, from 
arbitrary restraints to competitive freedom, a change that naturally could 
not be made except at a time of reflation but one that inevitably goes beyond 
the reflationary process as such. In other words, a large part of the move- 
ment must be presumed to be of a non-recurring character, even if it is 
not deliberately checked by any tightening of official monetary policy; 
and some part of it may even be self-reversing—in the sense that, when 
the initial adjustment is nearing its end the repayments of advances may 
exceed new borrowings. Contrary to some expectations, it now seems 
that, even after twelve months, the adjustment has still some way to go. 
After the tax-gathering period of peak demands for advances, which raised 
the average weekly growth of clearing bank advances (excluding the 
extraneous transit items and also excluding loans to the nationalized state 
boards) to {£224 millions in February and £27 millions in March, the 
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weekly rate ran down to {12 millions in April, £11 millions in May and 
£94 millions in the four weeks to mid-June. ‘This deceleration was only 
moderately more than seasonal; and any suggestion that it portended the 
expected major slackening has now, it seems, to be withdrawn in the face 
of a sharp steepening during the four weeks to July 15. The average 
weekly increase, similarly computed, was then nearly £18 millions. 

Unfortunately, there is no means yet of analysing the sources of this 
latest expansion. The monthly series of classified advances statistics, 
formerly compiled for official use only, has been discontinued. The latest 
quarterly analysis, covering advances made by all members of the British 
Bankers’ Association, relates to last May. These figures are reproduced in 
full in our regular comparative table on page 482, and the changes over 
the nine months since the ending of the squeeze are discussed in a Note 
on page 410. In this period, it will be seen, half the rise in advances to 
ali borrowers other than the public utilities went, by one route or another, 
to finance personal borrowers and consumers: the three categories, personal 
and professional, hire-purchase finance companies, and retail trade, together 
absorbed £287 millions of a total of £574 millions. 

This distribution clearly confirms that a large part of the adjustment to 
the new freedom took the form of a surge of demand from persons long 
starved of credit facilities who hastened to borrow to finance immediate 
additional spending. It is also not inconsistent with the surmise, which 
most informed observers are making, that a further large part of the 
readjustment has taken the form of a redistribution of credit facilities and 
a return to former habits in credit-granting. Statistics of domestic economic 
activity make it clear that nothing approaching the whole increase in bank 
advances can have been translated into additional demand for current 
goods and services. And since borrowers do not, except to an insignificant 
extent, draw funds from the banks in advance of expenditure or solely for 
the purpose of boosting their own contra credit accounts, it has to be 
presumed that funds borrowed but not spent on current goods or services 
must have been mainly employed in the purchase of existing assets (e.g. 
stock exchange securities or property), in repaying borrowings from lenders 
other than the clearing banks, or in the granting of credits. ‘The tendency 
for trade credit to revert to more liberal conditions than those enforced in 
some trades at the worst point in the squeeze may be an important influence 
here. In measuring the impact on the economy it has also to be borne in 
mind that the expansion of hire-purchase debt is not an influence entirely 
separate from the expansion of bank advances: there is a large overlap. 
Thus, between August, 1958, and May, 1959, hire-purchase debt rose by 
£214 millions to £726 millions (and by £37 millions more in June, at a 
rate accelerated almost to the peak of last November-December); the banks 
are known to have financed roughly one-third of this expansion by loans 
to the hire-purchase finance companies and subscriptions to new shares in 
them, and indirectly they may have financed as much again by their loans 
to retail traders (up by £80 millions in the nine months) or by purchases 
of hire-purchase paper on the market. 
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There is also a more fundamental reason why the effect of the credit 
relaxations on the economy, important though it has been, has been much 
less spectacular than the effect on bank advances. In spite of the reflationary 
aims of economic policy as a whole, the monetary authorities have sought 
to retain their hold over the volume of credit. While at times their opera- 
tions have evidently been directed to preventing any sharp rise in gilt- 
edged yields (as, for example, when the market was first threatened by 
bank selling), they have never resorted to sustained credit expansion with 
the object of forcing yields down. On the contrary they have lost no avail- 
able opportunity of making “funding” sales of stock, and thus have 
generally put a brake upon the fall in yields during the phases when the 
market might have gone ahead moderately fast. 

Thanks to this attitude of the monetary authorities, and thanks to wider 
psychological influences that have favoured the official policy without being 
necessarily attributable to it, during most of the period the extraordinary 
rise in advances has been accommodated without any considerable rise in 
deposits. Over the ten months to mid-May last, a period in which the 
aggregate advances of the clearing banks rose by £565 millions, there was, 
indeed, actually a small reduction on balance in the aggregate net deposits. 
This, however, was a period in which seasonal influences would have 
tended to bring about a most considerable reduction, and the seasonally- 
corrected index compiled by Lloyds Bank rose over the ten months from 
111.5 to 113.7, or at the average rate of less than the 25 per cent per annum 
that had obtained for some time previously. Even when allowance has 
been made for the fact that in this period the total of net deposits (including 
‘other’ accounts, among them inner reserves) had been kept down to 
the extent of nearly £50 millions as a result of the bank capital changes— 
the cash subscriptions for new. shares plus scrip distributions to the extent 
that these were provided from inner reserves—this represents a very 
remarkable achievement. 

It is explained by the dramatic change, by comparison with the corre- 
sponding period a year earlier, that had occurred in the finances of the 
central government, a change that enabled the authorities to reduce indebted- 
ness to the banking system almost as fast as the private sector was increasing 
it. In these ten months the Exchequer enjoyed a surplus of nearly £150 
millions on its accounts ‘‘ above”’ and “ below ”’ the line, taken together, 
whereas in the previous year there had been a small deficit. Secondly, in 
the summer of 1958 the revival of domestic confidence coupled with the 
maintenance of high rates of interest on savings securities (at a time when 
a sharp decline in market yields was generally expected) started a spectacular 
flow of funds into the coffers of the authorities. ‘The net receipts from 
these securities in the ten months exceeded net repayments of tax reserve 
certificates and savings bank deposits by some £275 millions, whereas in the 
previous year there had been a net outgoing of around £100 millions. 
Thirdly, the “true”’ purchases of gold and foreign exchange requiring 
Treasury borrowings on the domestic market on behalf of the Exchange 
Account (i.e. adjusting the published increase in the reserves to exclude 
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special capital transactions such as the gold payments to the IMF and the 
special deposits made by West Germany) were appreciably smaller. More- 
over, whereas in the previous year the gold purchases had coincided with 
a massive reduction in the overseas sterling balances (in the twelve months 
to mid-1958 the aggregate balances held by countries, as distinct from the 
international institutions, dropped by £227 millions), in the nine months 
to end-March last, the latest date for which figures are available, these 
balances rose by {£62 millions. The Government’s need for domestic 
finance on account of external factors was thus only a moderate fraction of 


the large sum required in 1957-58. 
Absorbing the Banks’ Bond Sales 


Thanks to this conjuncture, the central government had a substantial 
sum available for repayment of indebtedness to the banks (or purchases of 
stock on the market), whereas in the previous year it had needed to make 
very large net sales of securities in order to avoid increasing its bank 
indebtedness. This mainly explains why the banks experienced in these 
ten months a net reduction of £213 millions in their liquid assets (excluding 
commercial bills, which rose by £36 millions); and it also largely explains 
how it was possible for the banks to make the huge sales of investments 
that this contraction of liquid assets dictated, given the rate of growth in 
advances. ‘The authorities reduced their floating indebtedness to the 
banking system, producing the pressure on liquidity; in the first instance 
they also absorbed a large part of the stock the banks were selling; and 
then, from the very fact that they themselves had no net demands to make 
upon the market, they made way for the domestic non-bank investors to 
absorb a considerable part of what the banks were selling—which they did 
either directly or on re-sale by the ‘‘ departments ”’ 

As the recent annual report of the Bank of England remarks, with welcome 
and unusual candour, in the five months in which these transactions first 
became important (the period ended mid-February, after which, since the 
Bank’s “‘ year’’ was also ending, the report is regrettably silent), “‘ the 
steep fall in the investments of the clearing banks was only partly offset 
by the net rise in other holdings of gilt-edged stock outside the Depart- 
ments. Over the period there occurred quite substantial net official pur- 
chases of stock (including redemptions) in the gilt-edged market”’. Over 
the ten months the banks sold no less than £378 millions of gilt-edged 
securities, so that the reduction in their holdings of Government securities 
or assets based on such securities (call money and cash) reached the huge 
total of £590 millions. ‘They thus financed the massive rise in their 
advances, the increase of £36 millions in their commercial bill portfolios 
and the £28 millions employed in buying interests in the hire-purchase 
companies without any net rise in deposits—given the fact that these had 
in effect been reduced by the capital increases. 

In the two months to mid-July, however, most of the salient tendencies 
of this period have been transformed, or even reversed. The rise in 
advances, as already noted, has gone on, and has actually steepened. But 
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liquid assets other than commercial bills have risen in these two months 
by slightly more than they fell in the ten months. At the same time, the 
liquidation of investments has virtually stopped: net sales in the four weeks 
to mid-June amounted to {£21 millions and in the subsequent four weeks 
to £5 millions—and one bank has actually resumed buying. ‘The upshot 
was a rise in net deposits by £279 millions; this compares with increases 
of £248 millions and £237 millions in the similar periods of 1958 and 1957 
respectively, but that comparison gives a too favourable impression, since 
in both those years abnormal expansionary factors were at work. In 1956 
the increase was £128 millions. Thus, in these latest two months, Lloyds 
seasonally-corrected index has jumped by 2.7 points, the sharpest movement 
since the early post-war years. Over the twelve months to mid-July net 
deposits have risen by {277 millions, to £6,645 millions, or by 4.4 per cent; 
and if this movement is corrected to eliminate the distortion caused by the 
transfers to capital account (amounting in the twelve months to £304 
millions in cash subscriptions and £25 millions taken from inner reserves) 
the increase becomes 54 per cent. At the same time, the average liquidity 
ratio, which in May stood at only 30.9 per cent, has strengthened to 32.7 per 
cent—though it is still lower than at the corresponding date in any year 
since 1955. 

By comparison with last year, the major change in these two months has 
of course been in the rate of growth of advances. But the immediately 
operative factor in bringing about the sharp upturn in the index of deposits 
has been the more than seasonal rise in liquid assets (in spite of a con- 
traction in commercial bill holdings). This year the public sector finances 
have swung even more sharply into deficit at this time than they did last 
year; the “ overall’? Exchequer deficit was some £60 millions larger at 
over £300 millions. We now seem to be experiencing the first clear effects 
of the budget, and notably of the accelerated repayment of the post-war 
credits, upon the Treasury’s borrowings. ‘There does not seem to have 
been any net deterioration in the other influences that determine its needs; 
the gain in ‘‘ small”’ savings has been well sustained in these eight weeks, 
and has more than offset a deterioration in net receipts from tax certificates; 
and while the Government’s need for domestic finance on account of 
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external factors has doubtless been larger than in the corresponding period 
last year, this additional strain has probably been more than offset in its 
turn by the relief afforded by the faster rise in the note circulation (which 
provides finance for the Treasury at one remove). 

The increase in governmental borrowings from the banking system may 
have been, indeed, somewhat larger than these influences alone may have 
necessitated, tending to suggest that the “ departments ’”’ have been net 
buyers of stock on the market even in this phase of deficit. ‘This, however, 
is a tentative conclusion, for the amount indicated is within the margins of 
error to which estimates of this kind are subject. In any case, it might be 
simply the result of the natural efforts of the authorities to gather in, for 
technical reasons, as large a proportion as possible of the 3 per cent War 
Loan that matures on October 15; there have obviously been phases in 
which it has been impossible fully to offset such purchases by sales of 


other stocks. 
A Change in Policy ? 


There is no ground whatever, therefore, for supposing that the sharp 
upturn in the total of bank deposits reflects any change in the official policy 
towards the gilt-edged market. Does it mcan, however, that the role of 
monetary policy in the reflation is changing, and that the authorities are 
no longer so concerned to retain so firm a grip as they thought necessary 
a few months ago? However rational that conclusion might seem to be, 
it does not square with earlier indications of the official attitude, nor with the 
decision announced early this month to couple the conversion offer to holders 
of 3 per cent War Loan with a cash offer (at £98, with no specified limit) of 
a new long-term stock—5 per cent Treasury 1986-89. The authorities 
recognize that funding is the means of preventing an excessive growth 
in the volume of credit, but reckon that they can fund successfully only 
on a rising market. Given this attitude, it is always arguable that an effort to 
prevent an expansion of credit of the kind recently experienced would be 
liable to do such damage to the gilt-edged market, and thus to the scope for 
funding, as would defeat the original object by causing additional credit 
creation in future. According to this reasoning, the policy of allowing the 
Government deficit to produce a sharp expansion of credit is no different in 
principle from the policy that was followed in the phase of Government 
surplus. 

The result, however, is very different; and the question for the future is 
whether there is any risk of continuance of credit expansion at the recent 
pace, and, if so, by what means it should be checked. In present con- 
ditions the improvement in liquidity that it produces in the economy seems 
unlikely quickly to give rise to any embarrassing increase in “ real ”’ 
demand. But if the volume of credit were to continue for some time to 
mount perceptibly faster than the real national product, a new reflationary 
influence would certainly come into play. Then, indeed, there might be 
need for a toughening of monetary policy; but for the present the need is 
for increased vigilance rather than for change. 
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As I See It... 


By SIR OSCAR HOBSON 

















Nationalization—What Policy from the Tories ? 


OME weeks ago The Times published a letter in which a correspondent 
said that though he knew at least roughly what Labour’s policy on 
nationalization of industry was, he had no idea what the attitude of 
the Conservatives towards the industries already nationalized was. It 
seemed to me a very good point and one well worth discussing. It is not 
enough for Conservatives or anyone else who is critical of the results of 
nationalization just to say: ‘‘ We don’t like nationalization and we won’t have 
any more of it, but as for undoing what has been done, that isn’t feasible ”’ 
and leave it at that. That, however, is the line that most opponents of 
nationalization do take. Yet, even if denationalization is in most cases imprac- 
ticable, “‘ the country ought not’’, to quote from the searching and com- 
prehensive report of the Federation of British Industries issued last autumn, 
“to be content with the performance displayed so far by the industries 
already nationalized, which show grave weaknesses ”’. 

I am going to pursue this subject a bit, not because I have any ready made 
solutions of the problem to offer, but in the hope that it may stimulate 
thought, which may fructify in action if the Tories are returned at the next 
election, and if not then the next time that they are returned. 

The first thing, clearly, that we have to decide is what are the 
weaknesses ”’ that nationalization has revealed. Only then can we go on to 
consider how far they are capable of remedy or alleviation by measures short 
of immediate denationalization. I would say that the most fundamental 
weaknesses of nationalized industry have been three, namely: (1) Inadequate 
financial discipline ; (2) Excessive “‘ political” interference, by ministers or 
Parliament, with the administration of the nationalized industries by the 
responsible boards ; and (3) Over-centralization. 

Let us briefly consider these three counts of the indictment. First, the 
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principal, and almost the only, financial obligation imposed by the nationali- 
zing acts on the boards of various industries concerned was that they must 
earn revenue “ not less than sufficient to meet outgoings properly chargeable 
to revenue, taking one year with another ”’ (or “ on an average of good years 
and bad years”’). No attempt was made at definition of “ properly charge- 
able to revenue ”, which was a pretty devastating omission in view of the way 
that the costs of replacing obsolete plant have leaped up since. 

Leaving aside even such major technical points as the accounting treatment 
of depreciation, however, the vital obligation to balance accounts has with 
most of the nationalized undertakings proved quite ineffective. Railways, 
coal and the air corporations are deep “in the red”. Electricity and gas are 
only out of it if their charges for depreciation are lower than is needed to 
prevent erosion of their real capital. The main reason for this situation is 
that there was no sanction behind the financial obligation. Nobody, except 
the taxpayer, who in ninety-nine cases out of a hundred was quite unaware 
of the fact, lost money if expenditure year after year went on exceeding 
revenue. Nobody was sacked. The members of the boards could even take 
(at first at any rate) a certain pride in the fact that they were providing a 
public service and were not inhibited by vulgar commercial considerations 
from rendering it at the lowest possible price. ‘They could claim, fallaciously 
but with a certain plausibility, that they were benefiting the country and its 
trade if they sold their services below production cost. By defining efficiency 
by reference to purely technical tests and without reference to costs, they 
could demonstrate that their undertakings had attained high standards of 
efficient operation. 

All this because they were relieved from the compelling discipline of 
having to earn profits, and having to raise their capital competitively in the 
market. Their capital was found for them, either direct from the Exchequer 
or by the affixing of the hall-mark of a Treasury guarantee to their issues of 


stock. 
Political Interference 


Beyond any doubt whatever, the main reason for the disappointing per- 
formance of the nationalized industries has been the failure of Parliament 
to impose on them the financial standards which private industry is compelled, 
under the threat of imminent bankruptcy, to obey. If the Conservatives 
decide, as they surely must, if they return to office, to deal drastically with the 
failures of nationalization, the most difficult problem they will have to solve 
will be the provision of some analogous financial discipline to that furnished 
in ‘‘ the private sector ”’ by the need to attract “ risk capital ’’ by the magnet 
of profit and dividend expectations. 

I suspect that in a “ free society’, as defined by western tradition and 
philosophy, the problem is insoluble. But before pursuing that question I 
must say something about the other main faults of our nationalization legis- 
lation and procedure. The original idea of the Labour Governments of 
1945-51 was to put the industries to be nationalized under independent 
boards of high authority, rendering account to Parliament every year but in 
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the day to day administration of their undertakings autarkic and not subject 
to interference by ministers. 

It has not worked out quite like that. The respective boards have been 
subject to much more dictation by ministers and much more critical attention 
by Parliament than could have been foreseen. This has been partly due to the 
financial failures of the coal and transport undertakings and it has been partly 
due to the continual labour disputes, to which these two industries have been 
victims—to the disappointment of the hopes so confidently entertained 
beforehand that nationalization would herald a completely “ new deal ”’ in 
labour-management relations. 

‘* Political ’’ interference with the nationalized industries has, however, 
gone further than can be justified by the fact that even in the absence of 
revenue deficits Parliament is, in virtue of the ‘Treasury guarantee, a partner 
with their respective boards in the financial regulation of the undertakings. 
There has been a lot of intervention, either by Parliament itself or responsible 
ministers, that has directly added to the financial difficulties of the under- 
takings. Severa! times, and by governments of both political complexions, 
the British ‘Transport Commission has been virtually ordered to agree, against 
its better judgment, to wage claims submitted by the trades unions. 

In another respect, too, political interference—or let us say “ pressure ’’— 
has been continuous and, so far as the railways at least are concerned, finan- 
cially disastrous. ‘This has been in respect of the price policy of the different 
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nationalized undertakings. ‘The undertakings have been constantly pressed 
to keep their selling prices down below the level warranted either by the cost 
of producing the commodity or service or by the demand on them. With 
the railways, in particular, obsolete statutory machinery designed when 
railway transport was a virtual monopoly has been maintained and even new 
machinery devised to prevent or delay fares and freight rates being raised, in 
conformity with the general rise in the price level. Even now, with the rail- 
ways down for a count of nine under the blows of their road competitors, it 
needs a judicial process extending over a year to allow them to take the most 
elementary and common-sense measure of defence. ‘Truly on Parliament 
itself should fall a tremendous share of the blame for the present parlous state 
of the railways finances. 

The National Coal Board, too, has virtually yielded to the Minister of 
Power authority, which the nationalizing act does not give him, to control 
its selling prices. By a tacit agreement between the Minister and the 
Board coal prices are only raised with the approval of the Minister. The 
criterion for raising them, that is to say, is not the state of supply and 
demand in the coal market or of the Board’s finances but the Government’s 
concern for its popularity with the electorate. 

With the air corporations, ministerial interference has gone far beyond 
control of fares. The recent report of the Select Committee on these 
corporations asserted bluntly that they “ tacitly allow powers to the Minister 
which the statutes do not” and instanced the ordering of new aircraft 
charter activities and the establishment of new routes as matters on which 


the Minister habitually intervenes. 


Weakening the Centre 


The last of the three main indictments of nationalization policy relates 
to the matter of scale. I have used the word “ over-centralization ”’ but it is 
more than that. Excessive concentration of administration was really the 
result of the excessive spheres of operation assigned by Parliament to respec- 
tive nationalization authorities. Because coal was one industry and transport, 
electricity, gas, were each one industry, therefore, there must be one governing 
body apiece for coal, transport, electricity and gas. ‘This was a very great 
mistake, from which all kinds of trouble have ensued. Since the original 
nationalizing Acts were passed some steps have been taken to remedy it. 
In the case of gas, the last industry (leaving out steel) to be nationalized, 
more power was devolved on the area boards and less left to the central Gas 
Council. Following the Herbert Report of 1956 on the electricity supply 
industry, generation has been separated from transmission and there has been 
a dispersion of authority among a generating board, a central council and 
the area boards concerned with distribution and sale to consumers. Even 
with the railways the Act of 1954 brought about some measure of simplifica- 
tion and decentralization in merging the Railways Executive in the British 
Transport Commission and giving somewhat greater powers to the “‘regions’’. 

And now what about the reforms that the Tories ought to bring in? Well, 
if the foregoing analysis of the shortcomings of industrial nationalization is 
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approximately right, it must point to the right directions of reform. If 
financial discipline is too weak it must be strengthened. If there is too much 
political intervention in the affairs of the industries steps must be taken to 
strengthen the defences of the boards against it. If there is still over-centrali- 
zation, there must be further splitting up of authority. 

This obviously is much more easily said than done. Yet if the generally 
accepted axiom (on which I shall say something more in a moment) that the 
now nationalized industries cannot be denationalized is valid, then something 
must be done to mitigate their defects. 

On the matter of strengthening the financial discipline of the boards, the 
Herbert Committee had a good deal to say. The keynote of its report was 
that the industry with which it was concerned should concentrate on follow- 
ing the best commercial practices, that it should be run “ on business lines ”’ 
and should have one duty and one alone, that of supplying its product to 
those willing to pay its full cost and to do this “‘ at the lowest possible expendi- 
ture of resources consistent with the maintenance of employment standards 
at the level of the best private firms ’’. It recommended that the area boards 
should become financially more autonomous and even suggested that they 
should be authorized to raise their own capital and that they might even be 
able to do so without a Treasury guarantee of their stocks. 

This brings us, I think, to the crux of the whole matter. If there is top- 
heaviness in the principal nationalized industries—and it would be difficult 
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to deny it—then the “ districts ’’ must be strengthened (and the “ centre ’ 


weakened and reduced largely to consultative and co-ordinating functions) 
by giving them independent authority. Independent authority, if it is to 
mean anything definite, implies independent financial control. The railway 
‘‘ regions ”’, the coal “‘ divisions ’’, and the electricity and gas “* areas ’’ must 
each become financially self-contained. ‘They must each individually be 
bound to make ends meet “ taking one year with another ’’. But as to issuing 
their own stock on the market without ‘Treasury guarantee, that seems to 
me well-nigh impossible. It surely premises the existence of a cushion of 
equity capital to take the impact of losses and so protect the undertaking 
against default on the service of its prior charge capital 


State as Shareholder ? 


Where is such equity capital to come from? I suppose that theoretically it 
could come from the Government which after all holds a good many millions 
of the ordinary capital of the British Petroleum Company. Why should not 
the Government provide part of the capital of state-owned industries on the 
condition that the industries paid good dividends on it in good years and 
poor dividends or no dividend at all in bad years? It is at least an idea 
worth considering, though I suspect that the Treasury would resist it to 
the death. 

For the rest, I don’t think that denationalization should be ruled out for 
ever. Doubtless the present units, 1.e. the whole of railways or coal mines or 
electricity system, would be morsels too big for the private investor ever to 
digest. But broken down into the smaller units of railway regions or elec- 
tricity areas that might not be the case. 

Certainly such units would first have to be built up to a state of financial 
solidity and stability that would make their risk capital worth owning. ‘To 
say that that is an impossibility would, indeed, be to take a pessimistic view 
of the future of State-owned industry. But until denationalization comes into 
the economic and political picture, the proper course is to do everything 
possible to induce the nationalized boards to simulate the behaviour of the 
best private enterprise concerns. ‘Their financial requirements must be 
tightened up and it must be made clear that they are to be taken seriously 
and not ignored as they have been whenever they became inconvenient. 
On the other hand, within the accounting discipline, the undertakings must 
be given their head. ‘They must no longer be tied down by legislation or 
ministerial edict which treat as monopolies enterprises which are not 
monopolies. Their independence must be strengthened—of which one 
important condition is that the chairmen and executive directors of the 
boards must be paid salaries adequate to attract the highest type of busi- 
ness chief. 

All this, of course, depends on the development of a public opinion that 
insists that the nationalized boards shall observe the same financial canons 
as private enterprise and that condemns Parliamentary or ministerial inter- 
ference with the authority of the boards for selfish and short-sighted 
‘“ political” ends. And to get that far will be quite a step forward. 
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America’s Bursting 
Granary 


By BARRY MORTIMER 


HE foreign observer of American agriculture at first feels that he is 
looking at a bloated giant: high-cost, burdened by surpluses, and 
kept alive only by massive injections of government funds. He 
notices, too, that its problems are apt to be exported. When 
American cotton becomes uncompetitive in world markets the answer, it 
seems, 1s to raise the export subsidy, no matter how damaging this may be to 
the economies of other (and poorer) cotton-growing countries. When wheat 
exports decline the authorities invent a new sales gimmick ; wheat is offered 
for rupees (say), instead of dollars, and the proceeds returned to the buyer 
as a forty-year loan. America’s competitors cannot match terms like that. 

Superficially the picture is true; but closer acquaintance reveals that it 1s 
much less than the whole truth. Some sections of American agriculture are 
not high-cost ; the surpluses, though large, are confined to a relatively small 
number of commodities; and the funds that the government pumps into 
agriculture through its price support operations benefit only a minor segment 
of the farm economy. And, to be fair, critics of American export policy 
should admit that the high export prices of earlier years gave other exporting 
countries a windfall that they could not expect to enjoy forever, and that 
concessional sales of surplus commodities have been of great help to some of 
the recipients. 

By the yardstick of official intervention American agriculture is a mixed 
system, part free and unsubsidized, part subsidized and controlled. The 
livestock and products, vegetables and other crops that do not receive price 
support account for over half the total value of farm marketings. ‘The other 
crops and produce, which receive price support, account for about 45 per 
cent. The prices of twelve commodities—wheat, maize, rice, cotton, tobacco, 
peanuts, milk and butterfat, honey, tung nuts, wool and mohair—must be 
supported by the government. A number of other items may be supported 
at the Secretary of Agriculture’s discretion. For the ‘“‘ mandatory’ com- 
modities the usual method is to establish a support price that is related 
(remotely) to prospective supply and demand, and expressed as a percentage 
of parity. When parity is 100 per cent the prices farmers receive bear the 
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same relation to the prices they pay as in the base years 1910 to 1914—a 
period that the authors of the 1938 legislation took to be “ normal’’, and 
that time has made increasingly irrelevant. 

Through its agency, the Commodity Credit Corporation, the government 
stands between the farmer and the market-place, ready to accept supplies 
when the market price falls below the support price. ‘Taking, say, his wheat, 
as collateral, the CCC makes a loan to the farmer equal to the quantity 
delivered multiplied by the support price. Should the market price sub- 
sequently rise far enough to cover his expenses and leave a profit, the farmer 
will repay the loan, plus interest charges, take back his wheat and sell it on 
the open market. The farmer cannot be compelled to repay the loan. If it 
is not repaid before the crop year ends the CCC takes possession of the wheat 
in payment and waives the interest on the loan. Commodities owned by the 
CCC cannot be sold on the domestic market at less than 110 per cent of the 
support price. To prevent the scheme from being undermined by foreign 
supplies, imports are restricted. 

The intention is to put a floor under farmers’ purchasing power, and to 
enable them to spread their sales over the season, thus obtaining a higher 
average price. Stocks left with the CCC can be put on the market in years of 








TABLE I 
FARM POPULATION, PRODUCTIVITY, AND PRICES 
Farm Population* {| Man- Output Crop Output 
Per Cent || hours of per Per Prices Prices Parity 
Thousands of Total || Farm Man Man Per || Received Paid Ratio 
Population |} Work Hour Hour Acre | 
1947-49 =100 1910-14=100 
1940 30,547 23.1 | 119 70 69 88 100 124 81 
1945 25,295 18.1 112 86 86 95 207 190 109 
1950 25,058 16.5 89 112 115 97 258 256 101 
1955 22,158 13.4 85 132 135 106 236 281 84 
1956 22,257 13.2 83 136 141 109 235 285 82 
1957 20,396 11.9 79 143 154 112 242 295 82 
1958 20,827 12.0 80 154 169 126 255 305 84 














*Living on farms, regardless of occupation. Source: United States Department of 


Agriculture. 


poor harvests, thus helping to stabilize prices—the concept of the “ ever- 
normal ”’ granary. In fact, the farmer is given a one-way option, and Congress 
has allowed him to abuse it. Given a level of support that encourages over- 
production, he produces to the limit and dumps his surplus into the hands 
of the CCC in the happy knowledge that prices cannot collapse. Over- 
production becomes chronic, and the ‘‘ ever-normal”’ granary is, in fact, 
soon bursting its sides. 

Since the Republican Administration took office at the end of 1952 it has 
done its best-—-within the limits of political prudence—to bring support 
prices down to realistic levels. Progress has inevitably been slow. The support 
price for wheat has fallen from 220 to 181 cents a bushel, maize has dropped 
from 160 to 112 cents a bushel, and cotton from 35.05 to 32.56 cents a lb 
(this season the price had to be raised again to 35.35 cents a lb because 
the formula requires the support price to be raised after supplies have been 
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reduced.) The Secretary of Agriculture, Mr Ezra Benson, has also used his 
limited power to reduce the acreage that qualifies for full price support. In 
recent years the allotted acreage for wheat, for example, has been kept to 
the minimum of 55 million acres decreed by Congress, compared with 
78.6 million acres in 1952. But lower support prices and severe acreage 
restrictions have not brought supplies into balance with demand. 
American agriculture is in the midst of an almost revolutionary change in 
machinery and technology. The welfare bias of farm legislation has not 
sapped the enterprise of most farmers ; the urge to maximize returns 1s still 
strong. As land has become relatively scarce farmers have concentrated 
resources on the most productive land and farmed it more intensively. ‘They 
have employed larger amounts of fertilizer and insecticides, used higher- 
yielding seeds, adopted improved cultivation practices and stepped up 
investment in machinery (per farm) by two-thirds over the past ten years. 
The fruit of these developments has been a remarkable increase in pro- 
ductivity. Between 1940 and 1957 farm output rose by more than one-third 


TABLE II 
CHANGES IN PRODUCTION INPUTS IN AMERICAN AGRICULTURE* 
1935-39= 100 











Misc. 
exclud- Maintenance Interest, 
ing Horses or Deprecia- Horses and 
Ferti- Cost of and tion of Mules, Motor Net ‘Total Farm 
Year lizer Operating Mules, ‘Taxes Buildings, Vehicles, Land Farm Total Output 
and Motor Seeds, Motor Machinery, Rent Labour Inputs (1947-49 
Lime Vehicles  Short- Vehicles, Crops, 100)+ 
term Machinery, Livestock 
Interest Equipment 
1910 69 1 76 56 104 128 $3 107 95 
1920 95 29 103 90 145 139 90 115 108 on 
1930 106 93 102 130 124 154 93 106 107 72 
1935 SO 9? Q7 Q7 9? $1 100 101 QY 72 
1940 124 118 Q7 103 109 110 100 99 102 83 
1945 199 195 112 88 141 126 109 88 104 96 
1950 268 278 118 98 196 168 109 77 108 100+ 


* Source : Schultz : The Economic Organization of Agriculture 
+ Source : United States Department of Agriculture 
} Thereafter 1955 :112 ; 1957 :113 ; 1958 : 123. 


and output per man-hour more than trebled—a rate of increase that far out- 
stripped that achieved in manufacturing industry. Theodore Schultz,* pro- 
fessor of economics at Chicago University, has shown how the relation between 
the various production “inputs ”’ has changed over the years, and how output 
per unit of input has increased. His calculations are reproduced in ‘Table II 
below. ‘Taking 1946-48 prices for weighting the various inputs, he finds 
that, between 1910 and 1950, inputs employed in American agriculture 
rose by 14 per cent, while agricultural production rose by 75 per cent. One 
unit of input in 1950, therefore, resulted in 54 per cent more output than in 
1910. Ifthe improvement in this ratio of output per unit of input is averaged 
over the last 27 years, during which virtually all of this improvement actually 
occurred, the average rate of increase is two per cent a year. 

When this secular growth in productivity is combined with exceptionally 





* The Economic Organization of Agriculture: McGraw-Hill. 
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good weather, as it was last year, the increase in production is staggering. 
Last year the acreage under wheat was nearly 30 per cent smaller than in 
1952, yet production reached the record figure of 1,460 million bushels, 
nearly 12 per cent larger than in 1952. This brought total supplies at the 
start of the new season to over 2,300 million bushels, sufficient for America’s 
total domestic and export needs for the next two years. The yield per acre 
rose to a record 26 bushels, 35 per cent above the previous year and more 
than twice as high as the 1937-41 average. The acreage planted to maize last 
year was 10 per cent smaller than in 1952, yet this crop was also a record at 
3,800 million bushels. The yield per acre, again, reached a record 51 bushels, 
10 per cent above the previous year and 81 per cent above the 1937-41 
average. Cotton yielded 466 lb per acre, nearly twice the 1937-41 average. 

The counterpart of this increase in productivity is the growing burden 
of surpluses. At the end of May the total “‘ investment ”’ of the Commodity 
Credit Corporation in price support programmes was over $8,800 millions, 
nearly $1,650 millions higher than a year earlier. Commodities owned by it 
were valued at $6,100 millions, the other $2,700 millions represented loans 
that may or may not be redeemed. 

Three commodities, wheat, maize, and cotton, accounted for 85 per cent 
of the total stock, though they provide only one-fifth of total cash farm 
income. Storage, transport and interest charges cost the CCC about $850 
millions in the fiscal year 1959; in 1960 the cost is officially expected to 
rise to $1,200 millions or well over $3 millions a day. ‘To that huge sum 
must be added the export subsidies, which in the 1957-58 season cost 
about $300 millions on wheat and about $175 millions on cotton. 


New Attacks on Over-Production 


A few years ago Congress and the Secretary of Agriculture, following 
different paths, tried new methods of reducing the surpluses. Congress 
naturally took the easiest path, by seeking new markets abroad ; Mr Benson 
tried another attack on production. As the allotted acreage for the basic 
crops had generally been cut to the minimum he revived an idea that was 
used in the early years of the New Deal, when President Roosevelt paid 
farmers not to raise corn. ‘The new scheme, called the Soil Bank, was 
divided into two parts. The main part offered producers of the basic crops 
an annual payment, related to the loss of output, if they would take land out of 
their allotted acreage and let it lie fallow in an acreage reserve. The other part 
offered to pay farmers to take general cropland out of production and conserve 
it in approved ways. ‘The scheme failed because its authors again under- 
estimated the resourcefulness of American farmers. As before, the land put 
into the acreage reserve was the least productive ; the rest was farmed still 
more intensively, so that the cost of the scheme was out of all proportion to 
the reduction in output achieved. ‘The acreage reserve has now been 
abandoned, and the government is trying to expand the conservation reserve 
instead, providing $365 millions for this purpose in 1959. 

For its part Congress, spurred on by the need to help farmers at home and 
the opportunity to win friends abroad, passed in 1954 the Agricultural Trade 
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Development and Assistance Act, commonly known as Public Law 480, 
title 1 of which authorized the sale of surplus commodities for foreign 
currencies. In the four fiscal years ending June 30, 1958, the United States 
government signed 135 title 1 agreements with 37 countries, covering com- 
modities to an export value of over $2,500 millions. ‘Twelve countries 
accounted for four-fifths of the total, the largest recipient being India. Those 
transactions cost the Commodity Credit Corporation just over $4,000 
millions, which implies a loss of about $1,500 millions; the real loss was 
smaller to the extent that the CCC was relieved of heavy charges for storage, 
transport and interest. But in addition to subsidizing export prices of those 
commodities it had also to subsidize the American merchant marine to the 
extent of $300 millions, because the legislation generally requires that half 
the commodities be shipped in American vessels. 
‘‘ Unfair Competition ”’ 

Other exporting countries have repeatedly protested against sales under 
title 1. ‘They claim that many of these sales have not been, as they are 
supposed to be, additional to the usual marketings of the United States, 
and not unduly harmful to the normal pattern of trade with other countries. 
This is tacitly admitted by the American government; one authoritative 
estimate is that up to one quarter of title 1 transactions have displaced 
exports for dollars. America’s competitors also complain that the terms of 
sale are demonstrably artificial and unfair. ‘That also must be admitted. 
Taking the average employment of the total proceeds during the first four 
years’ operations under title 1, one-half was returned to the recipient govern- 
ments as long-term loans for economic development, typically for forty years 
and at relatively low rates of interest; another 40 per cent was used to meet 
American obligations in those countries, including payment for military 
supplies and services; the rest was spent on developing markets for American 
farm products, on educational purposes, including exchanges of students, as 
grants for economic development and loans to private firms. Behind such 
criticism is the belief—not altogether unjustified—that these loans will never 
be fully repaid. If they are not, it follows that the real price of the com- 
modities is well below the world market prices at which they have been sold. 

If other exporting countries took a broad view, they might concede that 
title 1 transactions, or at least part of them, are in the interest of the free 
world. In the first four years India received food grains, cotton, dairy pro- 
ducts, and other commodities to an export value of $350 millions, nearly 
14 per cent of the total. In 1958-59 the United States signed a new agreement 
with India, on exceptionally generous terms, covering wheat and other grains 
to an export value of $195 millions, and further shipments of cotton and rice 
are to follow. Without such aid the Indian economy and balance of payments 
would be under even greater strain, and Australia and Canada, two of the 
principal critics of title 1 operations, might have been obliged to increase 
their own contributions to India and other Colombo Plan countries. Yet 
despite the massive scale of shipments, title 1 transactions have not fulfilled 
their main purpose. While government stocks of dairy products and vegetable 
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oils have been brought down, the surplus of grain is now a record, and the 
cotton surplus is growing again. 

American subsidization of wheat exports does not disrupt world prices. In 
the major exporting countries prices are effectively controlled by govern- 
ment agencies that have proved themselves capable of averting a collapse by 
holding back supplies. An added measure of control is provided through the 
International Wheat Agreement which sets minimum and maximum prices. 
The world cotton market, however, has no such stability. Most cotton 
exporting countries, other than the United States, cannot afford to hold back 
supplies. ‘They sell their crops by under-cutting the United States, thereby 
reducing the largest exporter to the ignominious role of residual supplier. 

The United States brought its troubles on itself. For years its minimum 
cotton export price was tied to the high domestic support price. ‘This 
encouraged foreign producers to expand their own production and exports 
and encouraged world consumption of rayon at cotton’s expense, with the 
result that the world surplus of cotton piled up in the United States. Anti- 
cipating that the United States would be forced to subsidize exports, foreign 


TABLE III 

NUMBER OF FARMS AND AVERAGE INCOME 
Farms with Sales of more than $2,500 | arms with Sales of less than 32,500 

per year | per year 

Number Average Income* | Number Average Income* 

Year (thousands) ‘Total Farm  Off-farm |(thousands) ‘otal Farm  Off-farm 
1947 2,140 $5,716 $4,969 $ 747 | 3,733 $2,359 $1,114 $1,245 
1952 2,138 6,189 5,104 1,085 | 3,283 2,516 1,086 1,730 
1953 2,158 5,655 4,530 1,125 } 3,150 2,706 937 1,769 
1954 2,180 5,528 4,363 1,165 | 3,021 2,691 881 1,810 
1955 2,196 5,417 = 4,123 1,294 2,889 2,806 806 2,000 
1956 2,213 5,415 4,033 1,382 | 2,751 2,925 789 2,136 


*Farm-operator family. Source: United States Department of Agriculture. 


producers hastened to sell their crops by cutting prices further, and buyers 
of cotton and cotton textiles ran down their stocks. A subsidy at the rate of 
roughly 63 cents a lb duly came into effect at the start of the new season 
on August 1, 1956. In that season exports of American cotton shot up from 
2.2 million bales to 7.6 million bales, partly because consuming countries 
rebuilt their stocks. In the following season American exports fell back to 
5.5 million bales—still a high figure—but in the 1958-59 season they again 
dropped sharply, to only 2.8 million bales. 

Once again buyers held back in anticipation of an increase in the subsidy, 
and cotton prices fell sharply. ‘The Department of Agriculture announced 
in February that the subsidy would be raised by 14 cents to 8 cents a lb on 
August I, and it threatened to raise the subsidy still further if necessary to 
meet foreign competition. Since then the Department has tried to reassure 
buyers by soft-pedalling its threat, and cotton prices have partially recovered. 

The Department knows that it is folly to chase the market down. Other 
countries will cut their prices still further and the United States will sell no 
more. But it is required by law to keep American cotton competitive and 
Congress is watching it with a beady eye. The real object of its threat is to 
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discourage foreign production. ‘The Department hopes that lower prices 
will, in time, restrict production abroad, so that the United States will 
eventually obtain a larger share of the market. But until domestic prices are 
brought down to a level at which no export subsidy is needed, America 
stands accused of dumping cotton on a massive scale, and of disrupting 
world prices and the economies of other cotton-growing countries. 


Freedom—With Less Support 


Mr Benson is a zealous reformist who has not yet given up hope. He 
believes that farmers should have freedom to produce and compete for 
markets, and that support prices should protect them against hardship— 
and nothing more. Last year, after much wrangling in Congress, he secured 
the passage of a bill that enabled him to move slowly in that direction on a 
limited front. Producers of maize, the chief feed grain, could vote as a body 
for acreage restrictions and a support price of 75 per cent of parity (136 cents 
a bushel) ; alternatively, they could have freedom te produce if they accepted 
a support price on a new basis, at 90 per cent of the average market price in 
the three preceding years (112 cents a bushel). 

It was a safe bet that farmers would choose freedom. Most farmers do not 
sell their maize ; they feed it to their pigs and other livestock. Hence the 
level of support is of only indirect interest. In recent years more and more 
maize farmers have ignored the acreage restrictions, and Mr Benson has 
dealt leniently with defaulters, using his discretion to give them a lower level 
of support ; last season it was 106 cents a bushel. But he announced before 
the vote that no price support would be extended to defaulters this season, so 
a majority naturally chose freedom plus a support price slightly higher than 
most of them enjoyed last season. ‘The total acreage planted to maize this 
season has increased by about 15 per cent, though total production of feed 
grains may fall slightly owing to a cut in the acreage of other grains. 

Cotton farmers were offered an individual choice. ‘“‘ Choice A’’ meant 
observing acreage restrictions, with support at not less than 80 per cent of 
parity this season, and dropping by not more than five percentage points 
each year to 65 per cent in 1962. ‘“‘ Choice B”’ offered them freedom to 
ingrease their allotted acreage by up to 40 per cent, but with support at not 
more than 15 percentage points below the prevailing parity for the other 
farmers. ‘The Commodity Credit Corporation will buy cotton from 
“Choice A” farmers at their own support price of 34.1 cents a lb (for 
middling 1-inch cotton) and will offer it to the market at not less than 
110 per cent of the support price for “* Choice B ”’ farmers of 28.2 cents a lb. 
The effective prop to market prices will, therefore, be 31.25 cents a Ib, 
which compares with the national average support price of 35.35 cents for 
the 1958 crop. The reason for giving individual farmers a choice is 
primarily political. Farmers in the low cost areas of the Mississippi delta, 
Texas and the far west are now able to expand production without im- 
mediately hurting the interests of the high cost producers of the old South. 

This year Mr Benson asked Congress for authority to base support prices 
for all the ‘‘ mandatory ’’ commodities at 75 to 90 per cent of the average 
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Compcny Meeting Report 


The Dresdner Bank Enlarges its Business 


Balance Sheet Total DM 6,500 million - Dividend 14% 
DM 350 million Capital and Reserves 


The Dresdner Bank remembers 1958 as a 
good business year. At the Annual Gener- 
al Meeting, held on 30th April, 1959, it 
was decided to pay a dividend of 14°/o 
as compared with 12°/o for 1957. This is 
after the increase of capital from DM 
150 million to DM 180 million which took 
place last year. After further strengthening 
the undisclosed reserves, the bank added 
to the published reserves a sum of DM 
28 million, which means an increase of 
DM 7 million over the previous year. The 
effect is to bring these to a total of 
DM 170 million; thus capital and reserves 
together amount to DM 350 million. 


Total assets have grown by 9.7°/, from 
DM 5,943 million, the total of the previous 
year, to DM 6,517 million. Deposits are 
up from DM 5,064 millien to DM 5,693 mil- 
lion, that is by 12.4%/9. In contrast, the total 
credit extended including guarantees 
showed no further increase in 1958, 
remaining at DM 4,660 million. This is a 
sign of the liquidity in German trade and 
industry which, in many cases, made 
borrowing from the banks unnecessary. 
For the most part the addition to deposits 
was used further to strengthen the bank’s 
liquid resources. In this connection con- 
siderable funds were employed abroad 
on a short-term basis. Besides this the 
bank substantially increased its holding 
of securities. 


The Annual Report and the statements 
made at the Annual General Meeting 
show that the bank was successful in its 
efforts to extend business with customers. 
In fact the rise in the number of clients 
and accounts, mostly in savings and de- 
posit accounts, was greater in 1958 than 
in the average of the previous years. 
Although the total business increased, 
there was particularly substantial growth 
in the stock exchange and security issuing 
ospects as well as in foreign exchange 
dealings. 


One factor which contributed to the 
growth of total business was the exten- 
sion of the branch net-work. The Dresdner 
Bank has Head Offices in Dusseldorf, 
Frankfurt am Main, and Hamburg. In the 
course of 1958 it opened 15 new branches. 
Altogether it now has 261 offices in 166 
cities and communities. Thus it is repre- 
sented inall towns in the Federal Republic 
of Germany which are of any commercial 
importance. in West Berlin it works 
through its subsidiary, the Bank fir Handel 
und Industrie AG., having 35 offices. The 
Deutsch-Sidamerikanische Bank AG., affil- 
iated with the Dresdner Bank, specialises 
in business with Latin America, where it 
has representatives in the most important 
cities. Moreover the Dresdner Bank oper- 
ates through an extensive system of 
correspondents comprising 3,000 banks in 
all parts of the world. 





important items of the balance sheet as 
at Dec. 31, 1958 compared with those of 
Dec. 31, 1957 


1958 1957 
(in thousands of DM) 


Assets 


Cash, Postal Cheque 
Account, Deutsche 


Bundesbonk............ 799071 677 308 
Balances with Banks.... 221373 132350 
Bills of Exchange, 

Treasury Bills 

(German and Foreign). . 2037 474 2021212 
BONUS 6 voce ccecccccs 836046 559880 
Claims against Federal 

Government and Lands 237543 241265 
ee os 2140250 2071 427 
Participations ....+e+++. 54200 43 000 
Real Estate and 

PD wn cccccsaccces TREE 95 800 
Other Assets .......... 93525 100756 





6516682 5942998 





Liabilities 




















Deposits ....... cosece. 9855857 5 269 311 
Borrowed Funds........ 46155 137 418 
Acceptances .... 78720 126 531 
of which in 
DOCHONO «2.6.65. 78720 — 126531 — 
Other Liabilities ..... oo OO 36 437 
Ee ++» 180000 150000 
Ordinary Reserve ...... 170000 142000 
Pension Fund .......... 91 500 84 000 
Reserves for Specific 
PUFPOSES ..ceeeeeeeeese 113723 105832 
NOt Profit ..cccccccsccces . 20200 18 000 
6516682 5942998 
Guarantees ..ccccsccess 925946 1053954 
Fndorsements ..eeese+++ 141165 276875 
Profit and Loss Account 
Expenditure 1958 1957 
(in thousands of DM) 
Personnel ......seeeeeee 124205 113718 
Other Expenditure ...... 37985 34788 
BG 6 oni &2nwweaed oe GRP 63 488 
Net Profit ....seee-+++-- 25200 18 000 
250769 229994 
Earnings 
Interests and Discounts 118649 111665 
Commissions and Fees .. 132120 118329 
250769 229994 





446 


market price of immediately preceding years. Failing this, he asked for 
discretion to fix support prices for these items within as wide a range of 
parity as he has for the non-mandatory commodities. His new proposals are 
directed mainly at wheat, which was untouched by last year’s legislation, and 
in which the problem of over-production is the most intractable of all because 
so many farmers have little scope for substituting other crops in place of 
wheat. Mr Benson also asked Congress to eliminate all acreage restrictions 
on wheat once the support price had been brought down to its value as a 
feed grain, and to let farmers put more wheat into the conservation reserve in 
order to ease the transition to a much lower level of support. He failed to 
obtain approval for his proposals, however, and farm legislation is thus in 
stalemate. 

The support price programme is not inherently unsound. Politicians have 
allowed it to be abused, and any other programme would be exposed to the 
same fate. By keeping support prices at a level that ignores the growth of 
productivity Congress has not only encouraged over-production ; though it 
usually claims to act in the small farmers’ interest Congress has also, in fact, 
encouraged the growth of the large-scale, low-cost farm. As support pay- 
ments are related to output, not income, the bulk naturally goes to the big 
farmers, thus helping them to grow bigger still. Net expenditure on price 
support programmes rose to the record sum of about $5,400 millions in the 
1959 fiscal year. ‘This is nearly $2,000 millions above the 1955-58 average 
and is equivalent to 40 per cent of the net cash farm income of $13,200 
millions in 1958. Only about 14 million farms, out of a total of nearly 
5 million, receive price support payments to any material extent. For 
example, 75 per cent of the money spent on supporting cotton prices goes 
to about one-quarter of the cotton farms (the largest ones). 


Drift from the Land 


About 2.2 million farms—45 per cent of the total—have gross annual sales 
of more than $2,500, but they account for nine-tenths of all the farm produce 
sold. As Table III shows, the number of those farms has been rising, while 
the number of farms with sales of less than $2,500 has fallen by nearly one 
million to 2¢ million over the past nine years. The bulk of their income, and a 
growing proportion of the whole, comes from activities outside the farm. 
When politicans try to help the small farmer by keeping support prices up 
they are really trying to subsidize a way of life, not a business. The marginal 
farmer cannot be effectively helped in this way. The flight from farming is 
proof enough: in the last ten years farm people have been deserting farming 
at the massive rate of about 500,000 a year. Only 12 per cent of the American 
population now lives on farms, compared with 18 per cent in 1945 and 25 
per cent in 1935. Support prices have merely cushioned that social upheaval, 
at enormous cost. ‘The government is now trying to raise the income of small 
farmers through the rural development programme, which seeks to raise 
standards of farming and vocational education, keep farm people fully 
informed about opportunities for other employment, and encourage develop- 
ment of local industries. Many agricultural economists think this programme 
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should be expanded further. Professor Schultz, for one, has suggested that 
farmers should be paid a sum of say $5,000 to help them move into other 
employment—what he calls the ‘‘ homestead in reverse ”’. 

Thus there are two major farm problems: over-production, and the 
plight of the low-income group. Success in tackling one problem will not 
greatly help to solve the other. As farmers give up farming production does 
not necessarily fall. Other farmers with greater resources buy the land and 
work it more productively. But as the farm population shrinks further the 
farmers’ representatives in Congress will be less able to thwart the 
pressure from urban interest for lower levels of support. 

The problem of over-production will nevertheless remain for many years. 
The application of science to agriculture will not stand still ; yields per acre 
will continue to grow and the quantity of feedstuffs needed to produce a 
pound of meat will continue to fall. Although the American population is 
growing fast, it cannot catch up with the growth of agricultural productivity, 
partly because per capita consumption of the basic foods is declining (as in 
other countries that enjoy a high standard of living). Efforts to move more 
of the surpluses into world markets will, therefore, continue ; indeed, Mr 
Benson recently called an international conference to discuss even bigger 
programmes of surplus disposal. Yet the scope for bigger shipments seems 
limited, however much men may be troubled by this paradox of plenty in a 
world in which millions are ill-nourished and ill-clothed. 





An Artist’s Sketchbook: No. 65 


BRITISH BANKS IN TOWN AND COUNTRY 


448 and 449 Ihe Strand 


URING recent months extensive demolition and rebuilding have 
|) transformed the appearance of the Strand. Ever since the end of the 

last century, the Strand has been losing its character: now there is 
hardly anything of the old Strand left. Unhappily, in the process this famous 
thoroughfare has also lost most of its entertaining qualities. ‘There was 
certainly something to be said for going down the Strand when its buildings 
included the old Savoy Theatre, the Tivoli Music Hall, the Gaiety, the 
Lowther Arcade and Romano’s restaurant. ‘Today these are merely names 
prompting nostalgic memories. 

This month’s sketchbook has for its subject a familiar building that houses 
two banks—the Strand branches of the Midland and Barclays. This building 
is one of the few remaining relics of the old Strand. It formed part of a block 
that contained the Lowther Arcade, famous for its toys in the nineteenth 
century and demolished to make room for Coutts Bank. The banks stand 
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Specially drawn for 'Vhe Banker 
by Geoffrey S. Fletcher 


at the corner of Adelaide Street, William IV Street and the Strand. The 
architect is unknown but the building is in the style of Nash, who appears 
to have been in some way associated with the main scheme of the Lowther 
Arcade; the actual architect may have been William Herbert who was granted 
a lease of the site. The turrets and the circular motif of the buildings effect a 
particularly satisfactory treatment of the corner site. They are characteris- 
tically Regency and carried out in stucco. 
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Lombard Street Builds up 


its Resistance 


HE London discount market during these past twelve months has 

been enjoying the second phase of its recovery from the strains 

put upon it by the crises of 1955-57. Just as a steep rise in money 

_ rates must cut into the profits and resources of the discount houses, 

so will a steep fall in rates offer them exceptional opportunities to make profits 

and restore their resources. In this particular cycle the favourable conditions 

created by the reaction from abnormally dear money have lasted long enough 

to enable the market, considered as a whole, not only to make good the damage 

suffered but thereafter to build up its “ true ”’ capital resources still further, 

and yet to show bumper profits. Four of the eleven public companies have 

marked this progress by increasing their dividend rates, five have added to 

their published capital by capitalizations of reserves, and one of the bigger 

houses is making a “ rights ”’ offer to its shareholders—the first cash issue by 

any member of the market since the major wave of capital expansions imme- 
diately after the war. 

The process of consolidation was, of course, well under way at the time 
of last year’s article in this annual series, for by then Bank rate had already 
been brought down, in three steps, from 7 to 5 per cent, and a strong recovery 
had occurred in short bond values. During the past thirteen months, contrary 
to the hopes entertained in Lombard Street early this year, there have been 
only two further reductions in Bank rate, to 45 per cent in August and 4 per 
cent in November. But in this period the turn in the fortunes of the market 
has become clearly apparent in the published accounts of every one of its 
members, whereas at the time when last year’s article was written it could 
be discerned only in those relating to trading periods ending well after the 
fall in rates had begun. 

The primary advantage of falling rates to the market is the resultant increase 
in its margins of “ running ”’ profit. ‘The rates payable for day to day money, 
which represent the gross cost to the market of running its portfolios, react 
immediately to a fall in Bank rate, usually dropping to the full extent of the 
fall, whereas the yields obtainable from the portfolios decline only slowly, or 
atter a time-lag. For bonds this time-lag will depend not only on the life of 
the bonds but on the extent of the incentive to sell and take a capital profit 
while it is available—and also, it is important to note, on the extent to which 
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the discount houses recognize and act upon their responsibility to “* make a 
market ”’ by jobbing in these short bonds. 

The major rise in bond values in this whole phase of falling money rates 
occurred in February and April of last year, and thus was reflected in some of 
the published accounts surveyed in last year’s article. During the summer of 
1958 an element of uncertainty crept into the gilt-edged market, and even 
after the August reduction of Bank rate the short bond yields did not fully 
react to the fall in money rates. It was not until it was quite apparent that 
sterling would stay firm through the autumn’s seasonal pressures that a 
further rise occurred—but then the movement went so far as virtually to 
discount the November cut in Bank rate. 

The main interest of the discount houses in the short bond market in this 
period has been in the high-coupon stocks. For although an equally high 
redemption yield may be offered by a low-coupon issue, the purchaser will 
not obtain that yield unless he either holds the stock to maturity or can sell 
it at a “‘ present value’ fully proportioned to the redemption value. The 
discount market has lately learned, from bitter experience, the importance of 
this principle. If bond values drop sharply, as they did in 1955 after the rise 
in Bank rate from 3 to 43 per cent, a discount house may have to put up 
additional security to make good the drop in the value of the collateral lodged 
against its borrowings ; and a pressure of this kind may force it to sell bonds, 
at the current adverse prices, in order to keep its commitments within bounds. 
During the difficult period of 1955, however, some houses were unable to trim 
their portfolios in this way, because the realized losses would have been 
greater than their inner reserves could bear. So far from being able to switch 
from bonds into bills for the sake of the high running yields then offered on 
new bill purchases, they found themselves obliged to carry their (low-coupon) 
bonds actually at a running loss. The 2 per cent bonds taken up in 1954 had 
at times to be carried on money costing twice as much. 


Insurance through High Coupons 


The moral for the market after former phases of difficulty was that it should 
keep its bond portfolios short ; but this time it regards itself as having to 
some extent a more attractive alternative. ‘he argument now is that bonds 
with lives right up to the market’s five-year limit (and, in small quantities, 
perhaps even a shade beyond that) can reasonably be carried provided they 
are high-couponed. Such bonds, though no less prone to market depreciation 
than others of equivalent life, convey a high insurance against the risk that 
they might ever have to be “ run” at a loss. So long as they are flanked by a 
reasonable proportion of very short bonds and are backed by substantial 
inner reserves, there will be a good chance that they could, if necessary, be 
profitably carried in portfolio until maturity even in the event of a con- 
siderable rise in money rates. 

The two most important bonds in this category have been the 45 per cent 
Conversion 1962 (of which there is £758 millions in issue) and, since June 
of last year, the 43 per cent Conversion 1963, the £353 millions of which 
was issued in exchange for the previously popular 4 per cent Conversion 
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1957-58. The third stock of this kind now available to Lombard Street, 
41 per cent Conversion 1964, resulted from unusual conversion tactics 
adopted by the authorities last autumn and came within the five-year range 
in mid-May last. 

Given this large supply of high-coupon stocks, the market has felt fully 
justified in adding substantially to its bond portfolios. The balance sheets 
of the eleven houses surveyed in last year’s article had shown a drop in the 
aggregate bond portfolio to its lowest level since the war, a movement reflect- 
ing the risks of bond-dealing on the one hand, and the attractions of bill- 
dealing on the other, during the phase of very high rates. But as soon as the 
phase of danger was seen to be ending, and the prospect of falling rates 
opened up, the discount houses were naturally anxious to swing back into 
bonds—if necessary, even at the expense of their bill portfolios—so as to 
maximize their gains from the lag of portfolio yields behind borrowing costs. 
This tendency was, indeed, already discernible in last year’s batch of accounts, 


TABLE I 


MONEY AND BILL RATES, 1957-59* 
Sept 19, Mar 20, May 22, June19, Aug 14, Nov 20, Aug 10, 


1957’ 1958 ' 1958 195819581958 1959 
Bank Rate... 7 6 5} 5 4} 4 4 


Discount Rates: 


Bank Bills, 3 Mths.. 63-62 S8-SHh 44-5 4B 4 (35-3 3-38 3-32 
, - 1» -- 6f-6% 8-3 HBS 484 SES Sie -38 3-32 
_ » 6 ,, .. 626% 53-52 4 i 5 43-44 35-4 346-3 3% -3H 
Trade Bills, 3 Mths 74-8} 61-7 6-63 5-5$ 44-5] 44-5 44-5 
a ™ ” 74-8} 64-7 —64 5-5# 44-5] 43-5 44-5 
we a a 8-9 64-7 6}. 6? 54-6 43-54 43-54 43-5} 
Treasury Bills: 
Allotment rate .. 132/1.0d 111/1.5d 95/6.0d 85/9.6d 74/5.0d 68/4.7d 69/8.0¢ 
Clearing Banks’ Short 
Money Minimumt . . 5} +} 33 34 2; 25 23 
Floating Money (max) 54-54 54 43 4 33 34 33 
Clearing Banks’ De — 
Rate 5 4 34 3 24 2 2 


ire those of Bank rate changes ; but all other rates 


* Dates ney except the latest one, ¢ 
rates, are those ruling on the following 


r. those columns, except the clearing banks’ “‘ fixed 
+ saitindis to ‘ good ”’ money. 
since two houses whose accounting dates fell late in the period showed an 
increase in their investments. ‘This year nine of the eleven houses show 
increases, raising the aggregate bond portfolio, at the several balance sheet 
dates, from {£257 millions to £332 millions. There is no doubt that a sub- 
stantial part of this movement took place while yields were still high, prob- 
ably in the range of 43 to 4% per cent. Bonds bought on this basis and still 
carried in portfolio have since the reduction of Bank rate last November 
been offering a running profit of 14 per cent or more. This is in marked 
contrast to the narrow margin that has been obtainable from bills during the 
past six months. 

The degree to which the several houses were able to take advantage of 
the exceptional opportunities in the bond market will have largely depended 
on their freedom for manoeuvre at the time when gilt-edged started to 
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rise. It can be presumed that the two houses—the National and Alexanders— 
that were still showing an “ uncovered ” depreciation on their investments 
at end-1957 came relatively late into the market, since they could not have 
afforded to sell their low-coupon bonds on any substantial scale until the rise 
in the market was well under way. On the other hand, some of the smaller 
houses were able to move in as soon as conditions looked propitious. 

These differences, as well as the effects of the spread of accounting dates, 
need to be kept in mind when surveying this year’s batch of accounts. In 
particular, it should be recalled that the latest results announced by the 
‘ Big Three ”’ relate to a period including almost three months of the 7 per 
cent Bank rate, whereas most other houses had already put that phase of 
strain behind them when their latest accounting year opened. 

The Union Discount, in spite of its early accounting date, was able to 
announce an increase in profit by one-third, to the record level of £551,000, 
or fully £45,000 above the 1954 peak ; the dividend was again maintained 
at the 123 per cent to which it was raised in that year, but an increase was, in 
etfect, foreshadowed by the decision to make a one-in-five scrip issue (two- 
thirds of the sum required being provided from the unusually large carry- 
forward). As Table II shows, the other two companies whose years end on 
December 31, announced even larger increases in profit, proportionately, 
but the totals were still substantially below the 1954 peaks. Both these 
companies, National and Alexanders, finally succeeded in extinguishing their 
uncovered depreciation ; both computed profits after transfers to inner 
reserves and likewise, this year, after charging losses on realization of 
securities. In an attempt to elucidate the accounting practice that caused so 
much controversy in the market in the previous year, the National stated that 
‘as always ”’ its income from securities had been included in its published 
profit *‘ on the basis of yield to redemption ”’ because “‘ this method gives the 
greatest degree of stability over the life of each stock’”’. ‘The National 
restored its dividend to the 12 per cent peak rate paid in 1954 (it had been 
cut to 10 per cent in 1955); Alexanders also raised its dividend, from 
5 to 74 per cent—but in 1954 it had been 124 per cent. The chairman 
remarked that ‘it behoves your board to make its primary objective to 
reconstitute once more its reserves ”’. 

The other eight public companies all announced record profits. The 
largest increase was that shown by Gillett Brothers, from £85,777 in 1957-58 
(when, moreover, the figure was reached after charging realized investment 
losses to reserves) to £203,344, enabling the board to restore the dividend 
to the 123 per cent rate it had hoped to maintain when the one-in-nine scrip 
bonus was granted early in 1955. The only other house to raise its dividend 
rate this year, Smith St Aubyn, did so in spite of the fact that it was payable 
on a Capital increased by one-third by last year’s scrip issue. Three compan- 
ies, Jessel Toynbee, Seccombe Marshall & Campion, and Ryders, increased 
their distributions by maintaining their rates following scrip issues, and the 
last two of these proposed further (and larger) scrip issues this year. 

These increases in profits should be regarded as a pointer to, rather than 
a measure of, the strengthening that has taken place in the market during 
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the period. Its aggregate true resources have been augmented not only by 
the sums retained from published profits but, more significantly, by the 
concealed transfers to inner reserves and the appreciation of its security 
portfolios. The increase in aggregate disclosed capital resources shown in 
Table V on page 458, from £34.8 millions to {36.2 millions, therefore 
much understates the true increase—even if it is recognized that the first 
of those figures should properly be reduced to {29.4 millions to allow 
for uncovered investment depreciation. It was estimated in last year’s 


TABLE II 
NET PROFITS AND EQUITY DIVIDENDS 


Profit figures marked with an asterisk and italicized are not comparable with other 
years; they were computed after transfers of undisclosed amounts from contingency 
reserves or after charging realized investment losses to those reserves. 

Scrip bonuses are shown in parentheses; allowance must be made for these when com- 


paring dividend rates from year to year. 


1956-57 1957-58 1958-59 
Years to dates as shown ‘ £, £. 
Union Discount 420,769 415,253 550,993 
Dec 31 123% 124% 124% 
(7 : 3) 
National Discount 202,103 208,117* 284,275 
Dec 31 10% 10% in % 
Alexanders Discount .. 65,400 50,900 166,943 
Dec 31 74% 5% 74% 
Cater, Brightwen 113,767 111,647* 216,099 
April 5 is % 1s °% 3% 
(1 : 34% 
Ryders Discount 214,411 234,750 245,416 
May 31 10% 10% 10% 
(1 :10;+ (7:3 
Gillett Bros Discount .. 87,515 85,777* 203,344 
Fan 31 113% 134% 123% 
Smith, St Aubyn 166,722 188,160 233,682 
March 31 123% 124% ta 
(1: 3>T 
King & Shaxson 7 ot 168,675 169,660 214,890 
April 30 124% 123% 123% 
(1 :3)t (2: 9)t 
Jessel, Toynbee ” ey 117,327 96,557 177,24 
March 31 10% 10% 10% 
(3 : 10}F 
Allen, Harvey & Ross in 120,03 125,452 145,112 
April 5 10% 12% Fy A 
Seccombe, Marshall & Campion 75,286 76,141 125,855 
(2: 7)} 
April 30 10% 10% 10°. 
(ft : St 


+ Bonus shares not ranking for dividend until following year. 
} Bonus shares ranked for final dividend. § Bonus shares ranked for whole dividend. 


article that the aggregate true resources of the twelve houses—including 
the one private company, Clive Discount, that is also a member of the 
Discount Market Association—were around £38 millions at mid-1958, 
compared with under £30 millions at the point of maximum strain. There | 
is little doubt that before the end of the year they had passed the previous 
peak, touched in 1954, of around {45 millions; at mid-1959 they probably 
surpassed {50 millions. 

It is evident, therefore, that the market is less fully extended now than it 
was at the crest of the last phase of unusual profitability. In mid-1954, its 
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bond portfolios, then at their peak of about £400 millions, were equivalent 
to roughly nine times the true capital. Now, although the total is larger 
than the aggregate shown at the several Jatest accounting dates, it is certainly 
below the 1954 peak, and probably does not greatly exceed £350 millions. 
The average capital “‘ multiplier’? thus appears to be about 7 times ; 
but that improvement in the ratio, by comparison with 1954, allows reason- 
ably rather than liberally for the large risks to which bond-dealing has been 
shown to be subject in the intervening years. 

In general, the houses that have added most to their bond portfolios in 
the past year have been those that cut back their holdings most sharply 
in the preceding period. The largest absolute increase was that in the 
holding of the Union Discount, whose portfolio rose by £30 millions to 
£88 millions; this movement, however, is not necessarily a reliable guide to 
the trend of the portfolio throughout the period, since the Union, as a very 
large jobber in the market, may at times experience wide fluctuations in its 
holdings over relatively short periods. Several houses show much larger 
increases, proportionately, over their several accounting years. Smith St 
Aubyn, whose bond book was cut from {21 millions to under £12 millions 
in the previous accounting period, show an increase of nearly 130 per cent, 
to £27 millions, while Cater Brightwen, whose book was cut from {21 
millions to under {11 millions, restored it to £20 millions. A number of 
houses, apart from the “‘ big three ’’, seem lately to have been making efforts 
to perform a true jobbing function in this market; Gillett Bros, for example, 
whose own book was increased only from £17 millions to £203 millions, 
reports that its turnover in the bond market expanded by 62 per cent. 

There seems little doubt that the general expansion of bond portfolios 
has been carried out to some extent at the expense of bill portfolios. This 
tendency does not, admittedly, emerge from the combined balance sheet set 
out in Table V, since aggregate bill holdings at the several accounting dates 
expanded by £17 millions to £786 millions. These aggregates may at times, 
however, convey a misleading impression, since they are necessarily heavily 
weighted by the figures of the big three companies, which make up their 
accounts on December 31, when the supply of ‘Treasury bills is at its seasonal 
peak. Last year, moreover, the National Discount, contrary to the trend 
shown by most other companies, increased its bill portfolio very sharply, 
from £109 to £142 millions (and thereby has at last brought the ratio of 
its bills to bonds back within the brackets that are general in the market; 
in 1955, it may be recalled, its bond portfolio had actually surpassed its bills). 
Alexanders also increased its bill portfolio, though less sharply, but the 
Union’s holding was reduced by £19 millions to £166 millions. Of the eight 
houses whose accounting dates fall within end-January and end-May, only 
three have shown increases, and small ones, in their bill holdings. The 
aggregate holding in the market is now subject to such considerable varia- 
tions from week to week as to make it impossible to estimate it with any 
precision, but there is no doubt that its present level is much below the 
notional figure obtained from the several balance sheets. Indeed, on the 
generally accepted hypothesis that the clearing banks supply half, or nearly 
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half, the market’s borrowed funds, its total book at mid-July would seem to 
have been in the region of some {900 millions, and might even have been 
less than this. ‘The bill portfolio, including commercial bills, is unlikely 
therefore to have much exceeded £500 millions and could conceivably have 
been under that figure. 

The shift of emphasis from bills to bonds during this past year has been 
a reflection of the intensity of ‘“ outside’ competition for bills and partly, 
it seems, a result of the market’s deliberate response to the resultant decline 
in the profitability of bill dealing. Although there has been some improve- 
ment in recent weeks in the margins obtainable from bills, they are still 
much less attractive than they were in 1958, when rates were falling almost 
continuously. After each fall in Bank rate the immediate cut in money rates 
opened up the running margins obtainable on bills already held in portfolio 
to almost one per cent; but as these bills matured or were sold and were 
replaced by new bills taken up at discount rates continuously falling in 


TABLE III 
PORTFOLIOS AND CAPITAL, 1958-59 


(At varving balance sheet dates, as in Table II) 





({, mns) 
Published 
Capital Invest- Bills Tota! 

Resources ments Portfolios 
Union Discount Co of London Ltd a 9.070 88.30 165.72 254.02 
National Discount Co Ltd... a HS 5.994 62.94 142.23 205.17 
Alexanders Discount Co Ltd 4.799 42.83 80.39 123.22 
Cater, Brightwen & Co Ltd 2.868 19.95 69 .64 89.59 
Ryders Discount Co Ltd 2.932 16.67 61.97 78.64 
Gillett Bros Discount Co Ltd n.aet 20.62 60.26 80.88 
Smith, St Aubyn & Co Ltd 2.070 26.98 57.03 8+.01 
King & Shaxson Ltd .. 1.801 17.64 42 47 60 11 
Jessel, Toynbee & Co Ltd . i i . 707 14.32 38.57 52 89 
Allen, Harvey & Ross Ltd... ie 1.706 11.81 41.98 53.79 
Seccombe, Marshall & Campion Ltd 0.956 9.58 25.44 35.02 
Total *, os 36.180 331.64 785.70 1117 34 


anticipation of yet a further fall in Bank rate, so the market’s true profit 
margin steadily narrowed. Over the whole of 1958 the average true running 
margin was probably about a half per cent. Early this year, however, the 
margin narrowed to under a quarter per cent; and by mid-February, when 
hopes of a cut in Bank rate to 34 per cent drove the Treasury bill average 
allotment rate fractionally below 3 per cent, and the market’s allotment rate 
down to almost that figure, the running margin on new business virtually 
disappeared. ‘Thus, when the Bank rate hopes were seen to have been 
misplaced, the rate reacted smartly to around 3 ;, per cent. After a phase of 
stability, a further advance started about mid-May. By August 7 this had 
carried the average allotment rate up to just under 33 per cent. 

The outside demand for Treasury bills, which has been sustained at a 
fairly high level throughout the year, has naturally been at its sharpest at 
times when a fall in Bank rate has appeared imminent. At almost half the 
tenders during the past twelve months the discount houses have secured 
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allotments in excess of 50 per cent of their applications submitted at the 
agreed tender price, and it has been noticeable that the percentage has fallen 
sharply below this whenever Bank rate has been “‘ talked down”’. These 
declines have undoubtedly been mainly due to outside competition, but at 
times a subsidiary cause has been the decision of some members of the 
market to exercise their option to tender for part of their application quota 


TABLE IV 
MONEY MARKET SHORT BONDS, 1957-59 
Net Prices 
1957 ——_——1958———_,, ————1959—____, 
End High Low’ End High Low Aug 11 

War Loan 3°, 1955-59 .. 96% 100;;¢ 96% 1004; 100%; 998 99 15 

Dec 31 Fan Y Jan 19 Fuly 29 
Exchequer 2%, 1960 - 93 4 98% 93% 98 3 99% 98 994 

Dec 31 Jan 8 Feb 9 Jan 6 
Exchequer 3 °%, 1960 .. 954 99% 95% 998 1005 99 Fs 99% 

Dec 31 Fan 10 Feb-16 July 27 
Funding 2}°% 1956-61 .. 90% 9H 999% 963 97? 96 + 97 

Nov 6 Fan 9 Feb 16 Jan 6 
Conversion 45% 1962 .. 95% 100; 9545 100; 101%; 100% 1004 

Dec 31 Jan 8 Feb 18 Fuly 28 
Exchequer 3% 1962-63 .. 884 9418 88% 944% 964 94% 95 13 

Nov 10 Jan 16 Mar 6 Jani 
Conversion 43% 1963... = 101% 99% 1014% 1013 100% 1013 

Nov 25 May 21 Feb 16 Fuly 28 
Exchequer 23 % 1963-64... 84% 917; 84 914 93% 914 9245 

Dec 31 Fan 1 Jan 19 Fan 1 
Conversion 43 °% 1964... — ~— —- 99 3} 100; 9948 100 


Apl 9 July 29 


Gross Redemption Yields 
1957 =~ 1958 . ow 1959 ——__,, 
End Low High End Low High Aug 11 


Os 0 O/ 








fad £aéd £4806 Led 2084 £68 2d 


War Loan 


3% 1955-59 5 6 9 219 1 5 7 4 219 1 213 1 3 8 9 3 7 6 
Exchequer 

2°. 1960 5 9 11 318 2594 333 $$ 20Hi 5 &@ 8 3 WM G 
kxchequer 

3%1900 5 8 3 312 0 5 8 1 31210 21611 4 3 4 314 0 


Funding 
24% 1956-61513 9 318 9 514 2 41 2 311 8 4 4 3 4+ #1 10 
Conversion 


44° 1962 §1511 43 9 515 8 43 9 40 8 46 3 4 4 O 
Exchequer 
3° 1962-63 510 1 4 6 0 510 6 4 710 4 0 0 4 710 4 3 9 
Conversion 
43° 1963 — 48 8 417 2 49 1 4 510 410 4 4 8 6 
Exchequer 
24% 1963-64510 5 4 69 510 6 4 69 318 9 4 6 6 4 411 
Conversion 
41 °/ 1964 wale _ ' 499 48 0 410 2 4 910 


at a price somewhat above the agreed common bid, in the hope of building 
up portfolios before Bank rate was reduced. At times when such hopes 
were running high it was only by making a drastic cut in the common bid 
(at the cost, of course, of running profit) that the market was able to obtain 
a reasonable proportion of the bill supply. 

The tactics of the monetary authorities have also tended to keep down 
the profit margin available to the market from bill dealing. Whenever 
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the bill rate has seemed to be slipping away too quickly, the authorities 
have taken a very firm pull on the credit reins. The analysis regularly 
made by Gillett Bros shows that in the twelve months to end-January last 
one or more discount houses had to approach the Bank for seven-day loans 
at Bank rate on 96 days, compared with 78 days in the preceding twelve 
months; the market was entirely clear of the Bank on only 33 days of the 
year, compared with 43 days in 1957-58. Inevitably, many of these visits 
to the Bank were made at moments when the incentive to the market to 
bid up for bills was greatest, but since last November the visits have been 
less frequent, as the authorities have been more willing to help the market 
through the “ back door ’’—by buying bills at market rates. One out- 
standing exception to these more libral tactics occurred during the “‘ false 
alarm ” last February; after the market’s tender rate had dipped, as already 














TABLE V 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 1953-59* 
({, mns) 
1953-54 1954-55 1955-56 1956-57 1957-58 1958-59 
' Ten Companies Eleven Companies* 
Published Capital Resourcest 31.7 32.9 33.6¢ 34.0+ 34 .8T 36.2 
Bills .. - sa .. 682.9 706.8 731.7 678.3 768 . 3 785.7 
Bonds 3 - .. 368.4 367.4 320.6 318.7 257.0 331.6 
Total Portfolio .. —...:1051.3. 1074.2 1052.3. 997.0 1025.4 1117.3 
Re-discounts. . 7” 76.0 101.3 96 .0 78.2 108 .6 114 8 
Loans and Deposits. . 1047.4 1071.8 1042.1 991.7 1027.9 1122.2 


* Comprising accounts of all members of the Discount Houses’ Association except (1) 1n 
the four latest periods, Clive Discount Co, no accounts for which are published; (2) in 
earlier periods, that company and also Seccombe, Marshall & Campion Ltd, which remained 
a private company until 1956. Balance sheet dates for the eleven companies, as shown in 
‘Table II, range from December 31 to the following May 31. 

or Uncovered ”” depreciation shown at the date of their accounts by five houses in 1955-56 
and two in 1956-57 and 1957-58 totalled £6.9 millions, £5.1 millions and £5.4 millions 
respectively. If the capital resources as published were abated by this amount, the aggrevate 
for the eleven houses in the three years in question would be £26.7 millions, £28.9 millions 
and {29.4 millions respectively. 


noted, to almost 3 per cent, the special aid was insufhcient to save the 
market from recourse to “ penal’’ borrowing on successive days. 

An even more significant influence upon the market’s money costs has 
stemmed from a change in the attitude of the clearing banks. Once the 
major fall in short-term rates had taken place, the banks were no longer 
anxious to keep so high a proportion of their liquid assets in Treasury bills, 
and there was a noticeable increase in the amount of call money placed by 
them on the market. By August, 1958, the total of clearing bank call money 
had dropped to the exceptionally low point of under £406 millions, whereas 
by March last it had risen to nearly £502 millions,* in spite of the fact 
that over this period the total of the banks’ liquid assets had contracted 
by nearly . 150 millions. ‘This ee on the — of the banks to switch 


* Since last October the clearing banks’ monthly statements have separated their loans 
to the money market from other short money. The market’s portion amounted to £363 
millions in October, rose to £434 millions by March, but dipped to £408 millions by 


May last. 
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back from bills to call money naturally helped the market to expand its 
own bill portfolios. ‘The change was accompanied, however, by a stiffening 
of the banks’ attitude towards call money rates. In November, at the 
time of the last reduction of Bank rate, the clearing banks raised their basic 
rate for “‘ good’ money, which is also the minimum rate at which they will 
lend to the market, from } per cent above the banks’ deposit rate to 3 per 
cent above it (i.e. when Bank rate came down from 4} to 4 per cent, the 
minimum call rate came down only from 2? to 23 per cent) and likewise 
raised the average ‘‘ target’ rate which they reckon to obtain from their 
market loans as a whole to { per cent, instead of ? per cent, above the 
deposit rate (i.e. reducing the margin below Bank rate from 1} to 1} per 
cent). They had already, after the mid-August reduction of Bank rate, 
and with full effect from October 1, taken steps to increase the overall rate 
of their money on the market by } per cent (to 1} per cent below Bank 
rate) by raising both the proportion lent in the form of “ night” money 
and the rates charged for that money. Good money from the clearing 
banks generally remains fairly constant in amount, and is drawn upon 
only in times of exceptional need; a fair proportion of the night money 
may likewise run on from day to day, but this is the money that is drawn 
upon to meet the banks’ everyday requirements. 

These changes in lending practice were followed by quite a sharp rise 
in the rates charged for the special overnight “ privilege’’ money, the 
money representing special credit lines from particular banks upon which 
discount houses can draw to make good any shortages at the end of the 
day. Although the aggregate of this money is insignificant compared with 
the total of the market’s borrowings, this change has had a perceptible 
effect upon its borrowing costs; the knowledge that privilege money is 
now fairly expensive has tended to keep rates for overnight money taken 
during the latter part of each working day rather above the levels that were 
customary previously. It deserves to be noted that these increases in 
clearing bank rates relative to Bank rate may have the effect of keeping 
the bill rate somewhat more stable than it has been at times in the past. 
In the early days of the ‘‘ new ”’ flexibility of money rates, the market was 
borrowing much of its money at 14 per cent below Bank rate, whereas 
now the gap is nearer 1 per cent; the limits within which the bill rate can 
logically move are, therefore, perceptibly narrower. 

In commercial bill* dealing the market’s experience has not followed any 
consistent pattern. At the point of maximum credit squeeze, it will be 
recalled, there had been a noticeable move into bill credit as an alternative 
to the bank advance. It might have been expected, therefore, that after 
the lifting of the credit squeeze some sources of bill supply would have 
tended to dry up, especially in view of the relative slackness of some trades 
and the absence of any strong recovery in commodity prices. Several 
houses, notably the Union Discount, Cater Brightwen and Gillett Bros, 


—_— —— ———— a ————$— + - — —_——__ — — 


*Gillett Bros have just revised their excellent book “ The Bill on London ”’, which deals 
expertly and lucidly with the whole business of bills of exchange. This welcome new edition 
is published by Chapman & Hall at 21s. 
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did indeed report a decline in business in commercial bills during their 
last financial year, and they attributed it to these factors. On the other 
hand, the National Discount showed at end-1958 an increase in its bills 
under rediscount from {13 millions to {£21 millions, while Alexanders 
reported at the same date a record portfolio of commercial paper and Allen 
Harvey (in the year to April 5) a record “ intake”’ of such paper. More 
recently, the supply of commercial bills has been reflecting the revival of 
trading activity and the rise in commodity prices, together with the regrant- 
ing last February of permission to use usance bills for third country trading. 

The year has seen an interesting new venture on the part of Gillett Bros 
who have, with the approval of the Bank of England, taken part in the 
establishment of the Discount Company of Rhodesia, in Salisbury. ‘They 
have put up one-fifth of the paid-up capital of £100,000 and have supplied 
the manager for the new venture from their staff, whilst one of their directors 
helped with the final arrangements for its establishment. ‘That this may 
be the forerunner of further connections between the London market and 
its more recent counterparts in various parts of the world may be specu- 
lating too far. 


Waiting for Radcliffe 


An important problem affecting the future of the market has recently 
been posed by Sir John Musker, chairman of Cater Brightwen. In view 
of the thinness of the market in short bonds, he “ suspected ”’ last April 
that “‘at some future date, perhaps not too far distant, your company, 
together with London’s discount market, will need to increase its capital 
and function to a greater extent as bond jobbers’. Since then the National 
Discount has announced a “‘rights”’ issue that will raise just under {2 
millions of new cash. The impression, however, at the time was that Sir John 
was voicing a purely personal view. His remark was not, as at first it might 
have seemed to be, a ballon d’essai on behalf of the market as a whole or of 
the authorities. An increase in capital would naturally permit an increase in 
bond holdings when conditions seemed propitious—but unfortunately there 
would be no assurance that it would automatically change the habits of those 
houses who do not normally job in bonds to any extent, but prefer to hold 
them in portfolio. Nor is it clear how far the clearing banks who provide a 
large part of the market’s money, would be agreeable to seeing more of this 
money, which after all is their first line of defence, linked with the bond 
market. Desirable though it is that the discount houses should be more 
effective jobbers—and some are making renewed efforts in that direction 
they cannot hope to provide a jobbing cushion sufficient to absorb the shocks 
that come when the big banks are selling to meet pressure on their liquidity 
ratios. 

These are questions upon which it may reasonably be presumed that 
the Radcliffe Committee will have a view. The report of that committee 
is, needless to say, awaited with intense interest in Lombard Street—and 
not least because of the more frequent and more detailed statistics that it 
is expected to recommend for publication by the discount houses. 
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Expanding Ireland’s 
Economy 


By JAMES MEENAN 






LTTHOUGH, superficially, there has been no important change in 
the state of the Irish economy in the past twelve months this 
passivity masks a considerable amount of fresh thinking on 
economic policies. ‘This rethinking was stimulated initially by 
the balance of payments troubles of 1955-56, but it has more recently been 
given a greater urgency by the emergence of new trade groupings in Europe. 
Significantly enough, at this critical juncture Mr Sean Lemass, whose 
policies of energetic industrial development have exerted an important 
influence on the economy in the past quarter of a century, succeeded Mr 
de Valera as head of the Government in June. His accession has coincided 
with a perceptible shift in official and private estimates of what may be 
expected from the economy in the years ahead. Policies that have been 
considered almost above criticism for a generation are in the process of 
receiving a severe reassessment. 

This critical re-appraisal is not so much the fruit of economic develop- 
ment as of its absence. The heavy external deficit of 1955-56 was countered 
by the imposition of sweeping levies on imports—levies that succeeded in 
reducing the volume of imports but only at the cost of starving industry 
of many of its raw materials. This naturally led to an increase in unem- 
ployment and to a sharp rise in emigration and loss of population. All 
this was at least partly the result of expansionist policies that were imper- 
fectly planned and persisted in past the point of danger, so that boom 
changed quickly into recession. But to the pessimists, whose numbers 
increased for a time, it suggested that the economy was not viable, that it 
could not maintain its population and balance its external payments at the 
same time. Thus the events of 1955-56 emphasized once again the two 
great failures of economic policy: the failure to achieve a sustained increase 
in national income and the failure to maintain equilibrium in the balance 
of payments. 

Happily, 1957 showed that these two aims were not incompatible. There 
was a gradual improvement in the agricultural output, gross output rising 
by 3 or 4 per cent above its 1956 level and the output of livestock reaching 
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a new record. At the same time exports jumped in value by £23 millions. 
Imports showed no great change and invisible earnings improved so that 
there was a surplus of £9 millions in the balance of payments for the year. 
This was the first surplus since 1946 and marked an encouraging recovery 
from the deficit of £35 millions in 1955. 

The improvement, however, was not sustained in 1958. This was 
attributable largely to bad weather, which severely damaged the harvest 
and brought gross output down by much the same amount as it had increased 
in 1957. This in turn led to a decline in exports from their record level 
of the previous year. Increasing industrial activity on the other hand 
led to a rise in imports. As a result of these developments the balance of 
payments showed a deficit of £1 million. In itself, this was negligible; but 
it was clear that the failure of the harvest would make heavy imports 
necessary during 1959. Events so far this year have shown that is indeed 
the case. In the first half of this year imports rose by £7 millions to £107 
millions, while exports fell by £5 millions to £60 millions. The Irish 
economy thus remains firmly impaled on the horns of a dilemma between 
expansion and solvency. 

The bad harvest and the sharp deterioration in the balance of payments 
naturally had repercussions on the banking system. ‘The fall in the revenue 
of many farmers prevented them from making the usual seasonal repay- 
ments of overdrafts, and in recent months there has been a more than 
seasonal increase of farmers’ indebtedness to the banks, an increase that 


STABILITY 


means Safety and Security ... 

the qualities you demand of a Society 

when investing your money. 

The stability of the Westbourne Park Building 
Society is apparent when comparing their Reserves 
(£1,955,000) with their Assets (£28,000,000). 

This ratio is far in excess of the minimum 
recommended by the Building Societies Association. 
This stability is the safeguard for your savings. 



















If you would like more information, please write 
for a copy of the brochure ‘ Save With Security’. 


WESTBOURNE PARK 


BUILDING SOCIETY 


Member of the Building Societies Association 
WESTBOURNE GROVE, LONDON, W.2 
Telephone: BAYswater 2440 





rTe~™ SE ee OT OY 


“> —— VWs 


_—lUee 


a 


has reflected also the various credit schemes introduced recently by the 
banks, which were discussed in an article in the March issue of The Banker. 
Despite the deterioration of {10.2 millions in the external balance in 1958, 
the net external assets of the banking system increased by £14.4 millions 
to £104.9 millions. In the first half of this year they declined to £97.7 
millions, compared with a rise of {10.9 millions to £101.4 millions in the 
same months of 1958. This comparative stability of external assets over the 
year suggests that there was a substantial inflow of private capital funds— 
an inflow that tided the banks over the difficult period, but one that is 
unlikely to persist through the present year. ‘The banks were thus enabled 
to report a further expansion in the total of current and deposit accounts. 

This maintenance of liquidity undoubtedly helped to prevent any severe 
contraction in the economy last year. It has been officially estimated that 
the number of persons at work fell by 10,000 to 1,131,000 between 1957 
and 1958, but the total labour force itself dropped by 15,000 as a result 
of emigration and of a natural decline in the population. Unemployment 
therefore was reduced by some 5,000 to 70,000, or about 6.2 per cent of 
the total labour force. There was a slight increase in the numbers engaged 
in manufacturing, but a fall of 6,000 in employment in building and con- 
struction. Employment in agriculture fell by 3,300 to 395,300, a slower rate 
of decline than that recorded in 1957 (11,000) and 1956 (9,000). The drift 
from agriculture has created a serious unemployment problem: it will be a 
considerable time before the possibilities of employment in other industries 
have increased sufficiently to absorb the workers leaving the land. 


Exports the Keystone 


The significance of the current re-assessment of economic policies must 
be judged against this background of precarious external balance and sluggish 
domestic growth. ‘The first fruits of this re-assessment have been a pene- 
trating survey of the possibilities for economic development by the Secretary 
of the Department of Finance, Mr T. K. Whitaker, and a white paper 
entitled Programme for Economic Expansion. Both embody a reorientation 
of official policy. Mr Whitaker laid stress on the necessity of fostering 
exports by creating conditions in which production could be carried on at 
competitive prices. ‘This is, of course, a familiar enough theme in surveys 
of the Irish economy, since the growth of the economy and indeed the 
maintenance of industrial employment depended heavily on the importation 
of raw materials and thus on the buoyancy of Ireland’s exports. Although 
since the war there has been appreciable expansion in exports—last year 
they totalled £130 millions compared with only £49 millions in 1948— 
this expansion has not kept pace with the growth of imports. In conse- 
quence, there has been a weakening in the balance of payments, which, as 
in 1952, and again in 1956, has from time to time necessitated the imposition 
of severe restrictive measures at home. 

The Government’s own white paper, Programme for Economic Expansion, 
also made an increase in exports the main ingredient in its prescriptions. 
Thus it stated that industrial expansion “‘ must ... be based on production 
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for export markets” and, again, that ‘the test of agricultural policy is 
whether in the long run it enables output to be increased at costs which 
make exports profitable without subsidization. On this’’, it continued, 
‘“ depends not only the possibility of a higher income for the agricultural 
community but the future development of the entire economy ”’. | 

The programme set out in the white paper marks a notable shift of 
emphasis from social investment to more directly productive projects. It 
envisages a total investment of £220 millions by public authorities between 
1959-60 and 1963-64. Of this, some {70 millions is to be devoted to 
building and construction, £38 millions to industry and {31 millions to 
fuel and power. In view of the new priorities assigned to agriculture the 
sum earmarked for investment in the industry, £48 millions, seems sur- 
prisingly small. Its size may perhaps be explained by the feeling of the 
authorities that agricultural expansion should be financed mainly by the 
banks. None the less, it arouses the suspicion that Government policy is 
in fact deeply sunk in well-worn ruts and that the authorities have not yet 
adapted their expenditure plans to effect the change of course that they 
agree is necessary for the economy’s wellbeing. 

It is proposed to finance these substantial outlays partly from domestic 
savings and partly from the realization of external assets. Rightly or 
wrongly, the problem of finance has excited hardly any controversy: there 
is a general feeling that it should present little difficulty provided that the 





MO 
1e@ SSCS EE ES 
Ot 









































Life Assurance 
WHOLE LIFE—WITHOUT PROFITS 





sien sceeteteress: SUM ASSURED £10,000 
SE = AGE NEXT BIRTHDAY 40 


sseetesasataratecetetetetetetse ANNUAL PREMIUM £190.8.4 


oratetatatetelelelererersrereress Ask for a complete table of attractive rates 


SEITE for Whole Life and Endowment Assurance 


Mie] [ele], m-Varom i 7-\, lor, | ee 1. 


ASSURANCE COMPANY LIMITED 





Satatecateconereeatseatstetstets Finsbury Square, London, E.C.2 


464 





realization of external assets is effected with due regard for the liquidity 
of the banks. This may well be the case; but on another aspect of the 
programine it is difficult to feel equally hopeful—whether the substantial 
addition to the public debt that the plan will entail will be matched by 
the creation of revenue-earning assets. ‘The last report of the central 
bank pointed out that the liabilities of the state rose from £176 millions 
to £386 millions between March 31, 1951, and March 31, 1959, whereas 
capital assets rose only from {£96 millions to £194 millions. In the same 
pericd the cost of servicing the public debt rose from {£7 millions to £25 
millions. ‘This trend, which of course has been accentuated by the inter- 
vening rise in interest rates, does not augur well for any substantial remis- 
sion in taxation in coming years, though a reduction in both income tax and 
surtax was achieved in the last budget. 
Free Trade Area Fears 

The problems raised by the new investment plan, however, have recently 
been pushed into the background by the proposal to establish the free 
trade area of the so-called ‘‘ Outer Seven ”’, a proposal that in many Irish 
eyes puts a serious obstacle in the way of the achievement of the increase 
in exports on which the fulfilment of the country’s hopes depend. ‘The 
original plan for a free trade area embracing most countries of western 
urope was attractive to Ireland since Ireland’s agricultural exports to the 
British market seemed well secured by the provisions and Ireland’s claim 
to certain protective privileges as an ‘‘ under-developed country ”’ (however 
cynically that claim might be regarded in some quarters) had been received 
sympathetically by the OEEC. The breakdown of the negotiations and the pro- 
jected emergence of two trading blocs in Europe—the common market 
and the free trade area of the Seven—have for the moment at least left 
Ireland out in the cold. In particular, it is felt that the concessions made 
by Britain to Denmark* will seriously affect Ireland’s export of bacon to 
Britain and thus further constrict the trade in farm products that Britain’s 
agricultural policy has already severely cramped. 

Such fears no doubt shaped the Irish delegation’s approach to the recent 
trade discussions that were held in London last month. ‘The Irish dele- 
gation was led by Mr Lemass himself and the UK delegation by Sir David 
Eccles, President of the Board of Trade. ‘The problems raised by the 
Anglo-Danish agreement were discussed and it was agreed to institute a 
special study by senior officials of ways of improving the commercial rela- 
tions between Britain and Ireland. The findings of this study group will 
be awaited with some anxiety in Ireland. Despite the disappointments of 
recent years, Britain remains Ireland’s best export market and there is a 
growing feeling in the Republic that the emergence of the common market 
and the free trade area of the Seven make an expansion of Ireland’s exports 
to Britain essential. Only by such an expansion, it is argued, can the 
strong balance of payments be achieved on which future growth depends. 





* Cutlin.d in a note on ra e 406.— Ep. 
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Searching for the right 


Data processing continues to play an 
increasingly important role in the con- 
duct of modern business. Punched card 
equipment, electronic calculators and 
computers provide more business in- 
formation in less time than any other 
form of office machinery. Users of 
these methods have always known most 
about their business soonest. 

The widened range of equipment of 
I-C-T, and its integrated technical develop- 
ment, is rapidly opening up new fields of 
application. Choice of I-C-T equipment 
ranges through punched card machines 
using 21, 40, 80 and 160 column cards — 
to small, medium and large electronic 
computers, employing combinations of 














answer 


punched cards, paper tapes and magnetic 
tapes. 

Determining the optimum method of 
employing data processing equipment is a 
highly skilled task. 1-C-T staff are experi- 
enced in these matters ; their knowledge 
and experience have proved valuable to 
enterprises of widely divergent character 
and size, from small firms employing under 
20 people to corporations of international 
repute, local authorities and nationalised 
industries. They can help you. 

If you think your research, production, 
marketing or financial affairs are capable 
of improvement there are well established 
reasons for believing that the combination 
of I-C-T staff, equipment and training will 
provide you with the right answer. 

We suggest you get in touch with us, 


INTERNATIONAL COMPUTERS 
AND TABULATORS LIMITED 


HEAD OFFICE: Gloucester House, 149 Park Lane, London, W.1 
Telephone: Hyde Park 8080 


Offices throughout the United Kingdom and Overseas 


ALL THE RESOURCES OF HOLLERITH AND POWERS-SAMAS 
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AMERICAN REVIEW 





HE consensus of informed 
opinion in the United States 
early this month was that unless 
the steel strike were to last for more than 
four to six weeks (from the mid-July 
deadline) it would have no more than 
quite a modest impact on industrial 
production. ‘True, local and specific 
shortages could develop in a very short 
time; but, generally speaking, con- 
sumers began the strike period with 
generous stocks of raw steel to cover 
several weeks, 1n which in any case 
holidays enforce widespread factory 
shutdowns. In fact, by mid-July a 
new phase of industrial expansion had 
acquired a momentum that would not 
be easily reversed. The longer the 
strike (within any reasonable limits), 
the stronger the rebound is likely to 
be this autumn and winter, though an 
unduly prolonged stoppage would al- 
mcst certainly lead to a renewal of 
inflationary pressure in some sectors. 
It was also generally agreed last 
month that the stoppage was preferable 
to any easy concessions on the wages 
front, as in the 1956 settlement. Al- 
though the cost-of-living index just 
reached a new peak of 124.5 in June, 
its increase in the past year has been 
held to 0.6 of a point. It would, how- 
ever, take relatively little pressure from 
the wages front to disrupt this stability. 
Business news has continued to reflect 
a remarkably high degree of confidence 
in the outlook for at least the next few 
months ahead. The recovery that began 
in the spring of 1958 had by July 
reached a point where the economy was 
marking successive new peaks in in- 
dustrial production, gross national pro- 
duct and employment. The latter 
reached an all-time record of 67.3 


millions in June; the rise of 4.6 millions 
since February (after a disappointingly 
slow growth in 1958) was described 
officially as ‘‘ enormous ”’ and matched 
on only two former occasions since 
1945. Unemployment rose seasonally 
in June to 3.9 millions, mainly because 
of new entrants to the labour force; but 
it remained at May’s reduced rate of 
4.9 per cent of the working population. 


Revising the Index 


Industrial production (based on 
1947-49) reached 155 in June, with a 
two-point rise marking the fourteenth 
consecutive monthly gain, a level al- 
most 30 points above the recession 
trough of April, 1958, and some 15 
points above the end-1958 level—a very 
impressive performance. Consumer 
spending has been maintained at a very 
high figure—consumer credit rose by 
$1,700 millions in three months to 
end-May—and business expenditures 
on new plant and equipment promises 
to rise well beyond earlier expectations 
for 1959 (the last estimate was $32,600 
millions, compared with $30,500 mil- 
lions in 1958). ‘There is thus good 
reason to believe that the production 
index could top 160 by the year-end, 
after a temporary setback in the next 
month or two. 

A revised index of industrial pro- 
duction to be introduced by the Federal 
Reserve Board later this year is expected 
to show a June figure of about 165 
(using the same base year as the present 
index) and to reveal an annual net rate 
of growth of 3.8 per cent for industrial 
output of consumer goods. ‘The rate 
now shown is 3.2 per cent. ‘This may 
be set against a cumulative population 
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growth over the years since 1947-49 of 
1.7 per cent. 

Gross national product for the second 
quarter has been estimated at an annual 
rate of $483,500 millions, up 12 per 
cent on the 1958 low and a level that 
had not been expected to be attained 
before the final quarter of this year. 

Against this expansionary _ back- 
ground the Federal Reserve Board has 
held firmly to its policy of restraint, 
with net borrowings by the commercial 
banks rising to average levels of $500 
millions or so. In early July, the 
Treasury was forced to concede an 
average yield of 4.73 per cent on an 
issue of $2,000 millions in one-year 
Treasury bills. ‘The change in money 
rates over recent months again found a 
striking reflection a week or so later in 
the terms of refunding for $13,500 
millions of 12 per cent one-year certi- 
ficates maturing on August 1, along 
with a modest balance of maturing 
4 per cent notes. Holders were oftered 
a par-for-par exchange into two 4} per 
cent notes, one maturing in August, 
1960, and one in May, 1964. 

Rather significantly, in the light of 
monetary controversy now proceeding, 
these higher rates facilitated a very 
smooth refunding operation, with en- 
cashments held down to the lowest 
levels seen for a long time past. This 
success heartened the bond market, 
which had been depressed for many 
months, but the rapid pace of industrial 
expansion expected later this year 
makes it unlikely that there can be 
anything more than a temporary easing 
of upward pressure on interest rates. 
The Fed is now expected to raise its 
rediscount rates this autumn, and the 
commercial banks their prime loan rates. 


Raising the Ceilings 


The “historically high’ interest 
rates now current in the bond market 
have spurred the Treasury to give a 
somewhat belated recognition to the 
orthodox thesis that efttective demand 
must impinge upon the price of capital 
no less than on the prices of other 
factors. In mid-June the Administration 
sent ‘‘ packaged ”’ proposals to Congress 
for authority to raise the national debt 


‘‘ ceiling ’’ and to remove present legal 
interest rate “ limits’”’ of 3.26 per cent 
on savings bonds and 4} per cent on 
marketable ‘Treasury bond issues with 
more than five years to maturity. The 
Government sought to raise the tem- 
porary debt limit from $288,000 mil- 
lions to $295,000 millions and the 
so-called ‘“‘ permanent ceiling’’ from 
$283,000 millions to $288,000 millions. 

The strength of the influential cheap 
money school inside and outside Wash- 
ington caused political opposition to 
centre on the proposed increase in 
interest rates. 


Support from the Fed 


The House Ways and Means Com- 
mittee in the end voted to give the 
Administration the necessary authority 
only if the Fed would concede a bow 
to “‘ the sense of Congress’”’ and de- 
clare itself willing to “ utilize such 
means as will assist in the economical 
and efficient management of the public 
debt ’’. The committee added that the 
System, “‘ where practicable, should 
bring about future needed monetary 
expansion by purchases of US securities 
of varying maturities ”’. 

The committee thus succeeded in 
reviving the robust controversy on 
‘“ pegged ”’ interest rates and Govern- 
ment direction of monetary policy that 
preceded the famous ‘“ accord’’ be- 
tween the Treasury and Federal Re- 
serve System in 1951. Although many 
monetary specialists hold that the 
Reserve Board of Governors has been 
in error in confining open-market 
operations to the short end of the 
market, the present Board of Governors 
is naturally hostile to any return to the 
docile compliance of the Roosevelt- 
Truman era. ‘These officials have not 
been reassured by Democratic spokes- 
men who talk, with theoretical justi- 
fication, of the Federal Reserve System 
as “‘ a creature of Congress ’’ and, more 
menacingly, of present “immunity to 
(Congressional) direction ’’. In his own 
eyes, Mr William Martin, chairman of 
the Board of Governors, is someone 
less formidable than the monetary Her- 
cules that some Congressmen affect to 
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discern. Certainly he docs not seem 
disposed to accept a shirt of Nessus 
given a modern label as a protective 
garment. 

Meanwhile, Congress has moved to 
support the Federal Reserve Board by 
approving legislation to remedy present 
anomalies in legal cash reserve require- 
ments for member banks. At the 
moment the requirements are: 18 per 
cent of net demand deposits for New 
York and Chicago as “ central reserve ”’ 
cities; 163 per cent for “‘ reserve ’’ (or 
other large) cities and 11 per cent for 
‘country’ banks. Within three years 
New York and Chicago will be classi- 
fied with other cities, and the range 


within which their legal reserve require- 
ments can be moved (now 13-26 per 
cent) will be changed to 10-22 per 
cent. Country banks, in particular, will 
benefit from a further change, which 
permits the inclusion of cash in vaults 
as part of statutory reserves. In 
present conditions, this will make no 
material change in the credit base, but 
the Reserve system should gain more 
flexibility in day-to-day operations. 

Another bank merger was proposed 
in June—Chemical Corn Exchange and 
New York Trust—a move that would 
restore the former to the position of the 
fourth largest bank that it held prior to 
the Morgan-Guaranty link-up. 


American Economic Indicators 








1958 1959 
1956 1957 1958 
Dec Apr May June 
Production and Business: 

*Industrial production (1947-49 = 100) 143 143 134 142 150 = 153 155 

*Gross private investment (billion $). 65.9 64.4 544 — — 75.6 — 

*New plant and equipment (billion $). 35.1 37.0 30.5 — — 32.3 -- 

*Construction (billion $) 46.1 47.3 49.0 53.7 55.6 55.2 54.5 
Housing starts (000 units) 93.2 86.8 100.8 91.0 137.0 134.0 136.0 

*Business sales (billion $) 54.8 56.3 54.0 57.4 60.6 61.2 — 

*Business stocks (billion $) 89.1 90.7. 85.2 85.2 87.6 88.2 — 
Merchandise exports (million $) 1,591 1,738 1,448 1,514 1,468 1,552 — 
Merchandise imports (million $) 1,051 1,082 1,069 1,253 1,221 1,264 — 

Employment and Wages: 

*Non-farm employment (million) 51.9 S64 Seo WS S19 52.3 $2.3 
Unemployment (000s). . .. 2,822 2,936 4,681 4,108 3,627 3,389 3,982 
Unemployment as % labour force .. 4.2 4.3 6.8 6.0 5.3 4.9 5.6 
Hourly earnings (mfg) ‘s .. 7” 1.98 a7 2te 200° 42s 228 2a 

79.99 $2.39 83.71 88.26 89.87 90.32 90.54 


Weekly earnings (mfg) ($) 
Prices: 


100) J High 4420 442 388 389 389 389 386 


Moody commodity (1931 1 Low 402 382 388 


Farm products (1947-49 = 100) 88.4 90.9 94.9 90.7 92.4 90.8 89.9 
Industrial (1947-49 — 100) os 112.2.) 125.6 126.0 127.2 128.3 128.4 128.1 
Consumers’ index (1947-49 = 100) 116.2 120.2 123.5 123.7 123.9 124.0 124.5 
Credit and Finance: 

Bank loans (billion $) . 90.3 93.9 98.0 98.0 101.2 102.4 104.3 
Bank investments (billion $) 74.8 76.2 86.6 86.6 84.4 83.1 81.2 
Bank loans (partial) (billion $) 31.3 31.8 30.8 31.4 30.6 31.0 32.0 
Consumer credit (billion $) 42.0 44.8 45.1 45.1 44.9 458 — 
Treasury bill rate (%).. 2.66 3.27 1.84 2.81 2.96 2.85 3.25 
US Govt Bonds rate ( °%) 3.08 3.47 3.43 3.80 4.01 4.08 4.09 
Money supply (billion $) a .. 226.4 232.3 247.5 247.5 245.3 244.8 245.1 
Federal cash budget (-+ or —) (mill $) +-5,524 +1,194 -7,288 —7,133 53 


21,949 22, 781 20,534 20, 534 20, 305 20, 188 19, 705 
Moody’s commodity 


US Treasury gold stock (mill $) 


Notres.—Starred items are seasonally end of the period. 


adjusted. Latest figures are preliminary index shows high and low 1956-58, and 
or estimated. Yearly figures are given for end-month levels. Weekly bank loans are 
private investment and equipment for derived from partial returns only. Budget 


1956-58 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1956-58. Business stocks, money 
supply, bank loans, consumer credit and 
vold stock show amounts outstanding at the 


figures are cash totals. Quarterly figures are 
throughout shown in the middle month of 
the quarter. ‘Treasury bill and bond rates 
are average for month or year. 
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British Banking in Asia 
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These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred 
branches extending to most centres of commercial importance in the Middle 
East, South and South-East Asia and the Far East. Those branches provide | 
complete and up-to-date banking services, sustained by expert knowledge and 
long experience of Eastern trade, finance and industry. In London an effective 
credit information service and skilled assistance and advice are available to 
merchants and manufacturers seeking new business connexions in Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2. 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3. 
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INTERNATIONAL 
REVIEW 





ARGENTINA 
Plans’ Unpopularity—Dislike of the 
(;sovernment’s policy of austerity has 


expressed itself recently in attempts, so 
far successfully resisted, to overthrow 
the Frondizi regime. The lack 

political support for the Government’s 


stabilization programme is said to be 
jeopardizing its chances of success. 
Insurance Discontinued—The § ex- 


change insurance system, which provided 
importers with protection against possible 
alterations in the exchange rate, was 
discontinued in the middle of June. 
Claims presented under the scheme after 


the currency reform at the beginning of 


the year had involved the Government 
in very heavy expenditure. 


AUSTRALIA 


Inflationary Award?—Fears have been 
expressed that the award of an addition of 
15s to men’s weekly wage rates by the 
Arbitration Court early in June will 
endanger the stability the economy has 
enjoyed during the past year or so. The 
award effectively raises the pay of about 
two-thirds of the country’s workers. 


Exports Campaign— Measures taken to 
increase exports include a major ex- 
pansion of the overseas trade com- 
missioner service and the sending to 
London of representatives of six major 
marketing boards to conduct a three-year 
campaign to expand Australia’s share of 
the British market. Meanwhile it has 
been announced that a further reduction 
in the preferences granted to Britain 
in the Australian market is under con- 
sideration. 

Foreign Investment—The Minister for 
National Development, Mr Spooner, has 
defended the Government’s policy of 


or 
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allowing unlimited overseas investment, 
denying that it has had any harmful 
effects and stressing its importance t 


to 
the country’s industrial development. 


Loan Success—The Government's 
latest loan operation was a complete 
success. ‘he cash loan for £A35 millions 
was over-subscribed by {A155 millions, 
while holders of all but a very small part 
of the £A108 millions maturing issue 
accepted conversion terms. 


Investment Innovation—.A group of 
Australian businessmen have formed a 
new private company, to be _ called 
Australia Investment, to raise money 1n 
London for investment through Aus- 





MR T. KAWAKITA 


President 
Indusirial Bank of Fapan 








tralian Stock Exchanges. Its nominal 
capital is {£A2 millions and initially it will 
raise {Al million by an issue of shares 
that will be placed largely in London. 
The proceeds will be invested in 
Australian shares and securities. Most of 
the investment companies previously 
formed to channel capital from London 
into Australian securities have been 
established by institutions in the United 
Kingdom. 

“Invisibles”? Suggestion—In its first 
annual report, the Manufacturing In- 
dustries Advisory Council recommends 
an investigation into the possibility of 
reducing the demands made on the 
country’s overseas earnings by invisible 
payments. It points out that in recent 
years they have been absorbing {A210 
r.sillions, or almost a quarter of external 
earnings. It suggests that savings could 
be made in shipping, insurance and other 
outlays by encouraging the provision cf 
domestic facilities. 


BELGIAN CONGO 


Plan Published—The country’s second 
ten-year plan covering the period 1960-69 
involves a total expenditure equivalent 
to £412 millions on capital development. 
More than a third of the total is for im- 
proving transport and communications. 
Otherwise the main emphasis is on 
agriculture. 


BELGIUM 


Income Tax Exemption—A Govern- 
ment measure exempting the reinvested 
stock market profits of finance companies 
from income tax has received Parlia- 
mentary approval. ‘he Finance Minister, 
M. Van Houtte, has explained that the 
measure is intended to facilitate recovery 
from the recession by making additional 
capital available to industry. It is 
regarded as an experiment and has been 
limited initially to five years. 


BRAZIL 


IMF Terms Rejected—Negotiations 
with the IMF for a new credit to help 
Brazil deal with her payments difficulties 
were broken off in June after the Fund 
had set out conditions for the assistance 
that the Brazilian delegation considered 
unacceptable. President Kubitschek has 
stated that no more missions will be sent 
to the Fund for help and that Brazil 
will in future discuss foreign credits only 
on a government-to-government basis. 
The clash with the Fund may have 


embarrassing results for the country, 
since the proposed advance of $37 
millions was to be linked with US credits 
of some $300 millions. 


Export Boost—The rate of exchange 
applicable to the conversion of category 1 
exports—mainly coffee and cocoa—has 
been changed from 60 to 76 cruzeiros to 
the $1. This is intended to stimulate 
sales of these items abroad. At the same 
time goods in category 2 have been moved 
into category 1, while goods previously 
in category 3 have been moved into cate- 
gory 2, where they will, however, carry 
the same exchange rate of 100 cruzeiros 
to the $1 as before. Other exports 
will be handled at the free market rate. 


BRITISH EAST AFRICA 


World Bank Mission—The World 
Bank is sending a mission to Tanganyika 
at the request of the UK and Tanganyika 
Governments to make a survey of the 
economy and assist in the formulation 
of a development programme. 


CDFC Loan—The Commonwealth 
Development Finance Company has 
agreed to provide a 20-year loan of 
£500,000 to the East African Tea 
Estates, a wholly owned subsidiary of 
the Uganda Company to assist the ex- 
pansion of tea-planting estates. 


CANADA 


Rising Interest Rates—The Minister 
of Finance, Mr Fleming, has indicated 
that he is just as optimistic about the 
pace of economic recovery this year as 
he was when he estimated in his budget 
statement last April chat gross national 
product would rise by 7 per cent over 
the year. ‘The president of the Canadian 
Bankers’ Association, Mr Ulric Roberge, 
has announced that because of the strong 
increase in the demand for credit the 
chartered banks are to be more cautious 
in making advances. Restraint would 
“until those responsible for 


continue 
national monetary policy decide that 
some further increase in the money 


supply can be allowed’. ‘The tendency 
for the demand for money to outstrip 
the supply has recently been manifesting 
itself in a continued advance in interest 
rates; the ‘Treasury bill rate reached 6.16 
per cent in mid-August, thereby raising 
the Bank rate to the record level of 
6.41 per cent. 


Personal Loan Facility—Tighter credit 
has not stopped the Toronto-Dominion 
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Bank from announcing an extension of 
its personal loan facilities. In future 
advances will be made for many purposes 
that previously would not have qualified. 
The interest charge will be 6 per cent 
on the outstanding balance plus a service 
charge. 

Misguided Investors?—In a statement 
in July to the Canadian Senate Finance 
Committee studying the inflation prob- 
lem the Governor of the Bank of Canada, 
Mr James Coyne, argued that people who 
had bought equities as an inflationary 
hedge without regard to whether their 
values had increased might well regret 
their decision. He said that this buying 
was part of the inflationary psychosis, 
which last year deterred public buying 
of Government bonds, an attitude he 
considered unjustified. Conditions in the 
bond market, he added, had now greatly 
improved. 

Government Bond Issue — The 
Government recently launched a $200 
million bond issue embracing two 
maturities—a nine-month 2? per cent 
stock offered at 98 and yielding about 
53 per cent and a 3 per cent 174 months 
stock offered at 96.3 and yielding about 
5.68 per cent. ‘The proceeds of the 
operation were used for redeeming the 
balance of a $500 millions issue maturing 
at the beginning of July. 

Tourist Expenditure—A survey pre- 
pared by the Canadian Bank of Com- 
merce suggests that Canadian tourists 
spend more money in America each year 
than American tourists spend in Canada. 


Energy Board—The Government an- 
nounced at the end of May its long- 
awaited plan for setting up a National 
Energy Board. Its terms have been 
given a favourable initial reception by the 
oil and gas industries. 


CENTRAL AFRICAN 
FEDERATION 


Budget Measures—Apart from _in- 
creasing the duty on spirits, the Federal 
Finance Minister, Mr Macintyre, made 
no major changes in taxation in his budget 
statement for 1959-60. Minor con- 
cessions permit the deduction for income 
tax purposes of the preliminary expenses 
incurred in the eighteen months before 
anew company or incorporated enterprise 
Starts operations and exempt from income 
tax interest paid from any Federal 
source to non-residents. 

New Credit Agency—The new Federal! 
Industrial Development Corporation, 


which is being set up to provide capital 
and managerial advice to help build up 
new industries and expand existing ones, 
will open for business in January. 


Industrialization Plea—Organizations 
representing mining, commercial and 
industrial concerns in the Federation are 
planning to make a joint approach to the 
Federal Prime Minister to urge the need 
for a speed-up of industrialization. 


CEYLON 


Budget Planms—lIncreased taxes on 
alcoholic liquor, petrol, cars and watches 
were announced by the Finance Minister, 
Mr S. de Zoysa, in his Budget statement 
for 1959-60. He estimated that the extra 
revenue would cover Rs 32 millions of 
the prospective deficit amounting to 
Rs 400 millions. ‘The remaining gap 
would be financed from the proceeds of 
foreign aid of Rs 125 millions, from 
internal borrowing of Rs 150 millions, 
by reductions in expenditure and by 
drawing Rs 50 millions from “ other 
customary sources of finance ”’ 


CHILE 


IFC Loan—The International Finance 
Corporation has agreed to invest $1.5 
millions in Compania Molinos y Fideos 
Carozzi, manufacturers of pasta products. 
This will help to finance new equipment, 
packaging machinery, wheat storage silos 
and warehouse facilities. ‘Total cost of 
the new plant is estimated at $2.6 
millions. IFC’s investment will be in 
US dollar notes maturing by 1970 and 
bearing interest, payable in US dollars, at 
6 per cent and additional interest payable 
in Chilean pesos contingent on profits. 
In addition, IFC will receive an option 
to subscribe at par for ordinary shares of 
Carozzi. 


DENMARK 


“Outer Seven” Advantages — The 
Foreign Minister, Mr Krag, has stated 
that the concessions obtained by Den- 
mark during trade negotiations with 
Britain for the formation of an “* Outer 
Seven "’ free trade area were greater than 
had been obtained in the earlier abortive 
negotiations for a general European free 
trade area. They would assist the sale 
of the country’s agricultural products on 
the British market. ‘The Minister denied 
allegations that the possibility of Den- 
mark joining the common market had 
not been satisfactorily investigated. He 
pointed out that West Germany had in- 
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dicated that Danish exports to her 
would not be harmed by Denmark’s 
participation in the ‘‘ Outer Seven ” 
scheme. 


Swiss Loan—Early in July it was 
announced that a group of Swiss banks, 
headed by the Union Bank of Switzer- 
land, had arranged a loan of Sw Fr 50 
millions to Denmark at an interest rate 
of 43 per cent. ‘The bonds arising from 
the issue would be placed on the Swiss 
market. 


EUROPE 


Rising Output—‘The quarterly surve\ 
issued by the Commission of the 
European Economic Community at the 
end of June expressed the view that 
west European industry would not show 
a strong recovery in the third quarter 
of the year. It pointed out that in the 
second quarter output was running about 
3 per cent higher than a year before in the 
six ‘* Community ”’ countries. 


OEEC and Quotas— At the end of June 
the OEEC Council renewed the rule 
requiring members to avoid quota re- 
strictions on 90 per cent of their trade 
with other member countries for a further 
year. ‘The renewal met with some 
resistance from Portugal, which main- 
tained that, while she had liberalized her 
industrial imports to a level substantially 
beyond 90 per cent, other member 
countries continued to take advantage of 
the freedom the OEEC rules give them 
to restrict her agricultural exports. 


FRANCE 


Fiscal Reform—The Cabinet has ap- 
proved the Finance Ministry's proposals 
for reforming the country’s fiscal system. 
The programme will now be submitted 
to Parliament preparatory to its in- 


corporation in the 1960 Budget. One of 
the main features of the reform is sim- 
plification of the income tax through 
amalgamation of the present propor- 
tional tax and progressive surtax, making 
a single progressive income-tax. Another 
is the adoption of sterner measures 
against tax evasion. Doubts have, how- 
ever, been expressed about whether the 
reform will remedy some of the funda- 
mental weaknesses of the tax system, 
such as the virtual exemption of the 
farming community, small concerns and 
their employees from income taxes. 

HP Relaxation—FEarly in July the 
National Credit Council sanctioned a 
further relaxation of hire purchase term 
restrictions. Initial deposits were lowered 
and maximum repayments periods ad- 
vanced for a wide range of goods. At 
the same time the Bank of France re- 
duced its rate for advances against 
securities from 6 to 53 per cent and 
approved the relaxation of a number of 
technical restrictions on loans to banks 
bevond the ‘‘ceilings’’ authorised by 
the Bank. 

““ Heavy ” Franc Issue—'The issue of 
the new “heavy” franc’ bank-notes 
began in mid-July. At the same time, 
the Bank of France started over- 
printing existing notes intended for re- 
issue with their new “ heavy franc ”’ 
values, each new franc being worth 100 
old francs. 


Reserves by the Month—'The pub- 
lication of a new series of monthly state- 
ments on the gold and foreign currency 
reserves started in July. ‘The first state- 
ment showed that at the end of June 
reserves totalled $1,630 millions, of 
which rather more than a third was 
represented by the Bank of France’s gold 
holding, about a fifth by the Bank’s 
foreign exchange holdings abroad and 
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most of the balance by the holdings of 
the French Stabilization Fund. 


GERMANY 


London Talks—Further moves towards 
establishing full convertibility of Euro- 
pean currencies were among the subjects 
discussed at talks between the German 
Finance Minister, Herr Etzel, and the 
British Chancellor of the Exchequer in 
London in the second half of June. 


Import Liberalization—Early in June 
the authorities announced details of the 
relaxation of import restrictions they had 
promised to make at the fourteenth 
session of the signatories of the GATT 


in May. ‘The liberalization is mainly 
confined to manufactured goods. 
Golddiskontbank Decision The 


(sovernment has announced that it is 
now willing to negotiate a settlement of 
the claims of foreign preferred stock- 
holders in the Deutsche Golddiskont- 
bank. 


GHANA 


Budget Measures— The Budget state- 
ment for 1959-60 presented by Mr 
Gbedemah, the Finance Minister, early 
n July included a number of measures 
designed to attract investment from 
abroad and encourage the creation of new 
industries. One of these takes the form 
of a complete revision of tax relief 
arrangements for new concerns, extend- 
ing the present tax holiday of five years 
ior as long as 1s needed for the recovery 
of the original investment. Another 
grants wider tax relief on interest paid 
to non-residents. 


Imports Liberalized—New moves to 
liberalize trade with the dollar area 
were announced during July. A large 
number of goods originating in dollar 
countries have been placed on the same 
licensing basis as goods from. other 
regions. . 


IMF Quota Raised——Ihe IMF has 
agreed to the raising of Ghana’s quota 
trom $15 millions to $35 millions. 
London Branch— [he Finance Minister 
has announced that the (shana Com- 
mercial Bank will open an office in 
London and that the Ghana Government 
will deposit £1 million with it. 


GREECE 


Drachma Convertibility — Exchange 
contro] arrangements have been over- 


hauled to put the drachma on the same 
basis of convertibility as western Euro- 
pean currencies. 


Debt Solution Denied—<According to a 
Government spokesman, no steps have 
been taken to seek a settlement of the 
foreign public debt problem. He also 
denied that the Greek authorities have 
made purchases of foreign bonds now in 
default. 


INDIA 


Indus Plans— \Ir Eugene Black, presi- 
dent of the World Bank, has drawn up 
a plan for settling the long-standing 
dispute over the Indus waters between 
[India and Pakistan. Since the im- 
plementation of his scheme would call 
for foreign aid, he has had discussions 
with Britain, America and other “‘friendly 
countries’? as well as with India and 
Pakistan. 

UK Offer—The Government has been 
offered credits of a total value of £23 
millions by the British Government and 
the Burmah Oi] Company to help finance 
the construction of a pipeline from the 
Nahorkatya Oilfields to the two refineries 
that are to be built in Assam and Bihar. 


INDONESIA 


Compensation Procedure——Owners of 
seized Dutch estates in Indonesia were 
told in July that they could submit 
applications for compensation. ‘This 
would be paid when the committee estab- 
lished to assess compensation had fixed 
a sum which had been approved both 
by the owners and the Government. 


US Credit— The country has been grant- 
ed a loan of $9 millions by the US 
Development Loan Fund. 


IRAN 


IFC Investment—The International 
Finance Corporation, the World Bank’s 
affiliate, has undertaken to invest $300,000 
in an Iranian company, Sherkate Sahami 
Kahkashan, for constructing a ceramic 
tile plant in ‘Teheran. ‘The total cost of 
the project is estimated at $825,000. 


IRAQ 


Quitting Sterling Area— The country’s 
decision to withdraw from the sterling 
area became effective towards the end of 
June. ‘The communique announcing the 
change explained that the central banks 
of the United Kingdom and Iraq would 
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continue to maintain “friendly re- 
lations’. ‘This almost certainly means 
that Iraq will continue to arrange a large 
part of her external business in sterling, 
including the invoicing of oil exports. 
Moreover, although the £90 millions of 
reserves held in the form of sterling 
balances are to be “ diversified ’’, it is 
expected that the bulk will be retained in 
its existing form. 


ISRAEL 


GATT Application—A formal request 
has been made for accession to the 
GATT. 

US Aid—It has been announced that 
US aid to Israel in the form of official 
grants, loans and sales of American 
products against local currency has 
totalled US $670 millions over the past 
ten years. 


JAPAN 


Imports Fall—The Government is 
reported to be concerned about the 
country’s external payments, principally 
because the improvement during the past 
eighteen months has been due to a sharp 
drop in imports rather than to any ex- 
pansion in exports. Pointing out that the 
trade outlook leaves no room for op- 
timism, a survey published by the 
Ministry of International Trade and 
Industry stresses the need for new export 
lines to replace the traditional trade in 
sundry goods and services, as these were 
being threatened by restrictive move- 
ments in America and Europe and by 
competition from China. 


Trade Pact Review—At the second 
annual review of the working of the 
Australian-Japanese trade pact it was 
decided that the agreement was operating 
to the advantage of both countries. In 
only three cases in the two years since the 
pact came into operation had it been 
necessary for Australia to ask the Japanese 
Government to impose restrictions on 
exports to Australia within the frame- 
work of the agreement. In each case 
action had been promptly taken. It 1s 
expected that Australian purchases from 
Japan will increase by £A5 millions to 
£A29 millions during the coming year 
and that Japan will expand her purchases 
of Australian coal. 


MALAYA 


Dollar Discrimination Ended—The 
remaining restrictions on direct imports 
of dollar goods were abolished at the 


beginning of August. In future dollar 
goods will for licensing purposes be on 
the same footing as goods originating in 
OEEC countries. Re-exports of dollar 
goods from the entrepét port of Penang 
are also allowed. Previously dollar goods 
have been reaching Malaya through 
Hong Kong and it has been estimated 
that the introduction of the new arrange- 
ments will lower their cost by from 5 to 
7 per cent. 


NEW ZEALAND 


Overseas Investment—The Govern- 
ment is reported to have been persuaded 
that it should do more to encourage 
overseas investment, so promoting the 
country’s industrialization. Although the 
Minister of Commerce and Industries, 
Mr Holloway, has predicted a rate of 
investment in the future that will be 
greater even than that recently achieved 
by Australia, the authorities are evidently 
still anxious to prevent the control of 
local industry being held predominantly 
overseas. 

Budget Criticism—'l'ax concessions 
that will cost the Government £17 
millions a year were announced by Mr 
Nordmeyer, the Finance Minister, in his 
budget statement for 1959-60. They are 
mainly concerned with personal taxation. 
Adjustments in company taxation provide 
for the bringing within the tax range of 
bonus issues of shares capitalizing profits 
made prior to the 1957-58 tax year. 
After tax changes, the budget provided 
for total revenue of £317.4 millions, or 
£100,000 more than estimated expendi- 
ture. The Minister’s proposals have been 
much criticized for their failure to ease 
the burden of tax on industry and remove 
the ‘* outstanding injustices perpetrated 
by the 1958-59 budget ”’. 


NIGERIA 


New Development Agency—A new 
company — Northern Developments 
(Nigeria)—has been formed to foster 
development in the north by the Northern 
Region Development Corporation and the 
UK Colonial Development Corporation 
[t will be primarily concerned with the 
investigation and promotion of com- 
mercial projects for industrial and agri- 
cultural development in the region. Its 
authorized capital will be £1} millions 


NORWAY 


World Bank Loan—A sum equivalent 
to $20 millions has been lent to the 
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Norwegian Watercourse and Electricity 
Board by the World Bank for the further 
development of the country’s electric 
power facilities. Specifically it will enable 
two power plants, having a combined 
capacity of 168,000 kilowatts, to be con- 
structed by 1963. These will supply the 
Trondheim area in mid-Norway and 
neighbouring parts of Sweden. The pro- 
ject will include expenditure on trans- 
mission lines, substations and_trans- 
formers. ‘The loan is for a term of 25 
years and bears interest at 6 per cent, 
including the 1 per cent commission 
allocated to the Bank’s special reserve. 
Amortization will begin in March, 1964. 


SINGAPORE 


PAP’s Undertaking—The Left-Wing 
People’s Action Party, which emerged 
victorious from the elections held at the 
end of May for the first fully-elected 
Parliament, has stressed that it does not 
intend to interfere with the movement of 
capital into and out of the country and 
will maintain the value of the currency. 


SOUTH AFRICA 


Employment Measures—The Govern- 
ment announced, at the end of May, a 


CORRESPONDENCE 


number of new measures to check the 
growth of unemployment. These in- 
cluded a relaxation of controls on hire 
purchase transactions, the release of more 
funds for municipal expenditure on 
building and for housing development 
and an arrangement whereby business 
concerns will be allowed to receive the 
unemployment relief of workers kept in 
employment who would otherwise be 
laid off. 


USSR 


UK Trade Agreement—A _ five-year 
trade agreement has been concluded 
between Britain and Russia. According 
to Sir David Eccles, the President of the 
Board of Trade, who headed the British 
mission to Moscow, it should lead to a 
substantial increase in trade in both 
directions, starting in the first year. The 
agreement makes no reference to credit 
facilities for Russian purchases of British 
capital goods, but the Russian Govern- 
ment has been informed that normal 
ECGD facilities will be available. ‘To 
help the new agreement along, the com- 
mercial staff at the British Embassy in 
Moscow is being strengthened and plans 
pushed ahead for an exchange of in- 
dustrial exhibitions in 1961. 


Who Holds Britain’s Cash ? 


Sir,—The article by Professor Morgan 
in your March issue entitled ‘‘ Britain’s 
Cash—a Statistical Mystery ”’ has stimu- 
lated less discussion than it deserves. 
The subsequent publication of the figure 
for the clearing banks’ ‘“‘ internal ”’ 
accounts and the valuable suggestions 
made by your correspondent Mr. P. A. 
Wilson in the May issue of The Banker 
serve to remind us that the discrepancy 
between the estimates of the supply and 
the holdings of cash will be accounted 
for by a number of separate items rather 
than by one large item. One could 
perhaps make suggestions that would 
reduce the remaining gap by further 
small amounts below the figure of some 
£3,000 millions and offer amendments to 
certain of Professor Morgan’s figures. 
However, it seems more fruitful at the 
moment to consider whether the figures 
for the supply and holdings of cash are 


strictly comparable and whether we 
should expect them to add up to the 
same amount. 

I suggest that there are two reasons 
why the two sets of figures are not com- 
parable and why the figures for bank 
deposits and advances reflect a different 
situation from that shown in an organi- 
zation’s balance sheet. In the first place 
the bank’s figures reflect the cash 
situation of organizations throughout 
their financial year, whereas the organi- 
zation is able to do some ‘“ window- 
dressing "’ for its balance sheet. Professor 
Morgan mentioned this point in his 
article when he referred to the possibility 
that non-financial companies try not to 
show a highly liquid position in their 
balance sheets. ‘They can presumably 
do so either by accelerating payments 
and holding back the sending out of 
requests for payment or else by trans- 
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ferring funds from one company in a 
group to reduce the overdraft of another 
company in the group. ‘The first method 
will reduce only their cash holdings, but 
the second method will reduce both the 
cash holdings and the indebtedness to 


the bank shown in the _ consolidated 
balance sheet. 
The second reason for the non- 


comparability of the two sets of figures 
also concerns both deposits and advances. 
Most organizations, and indeed many 
individuals, have several accounts with 
the same bank, and friends in the banking 
world assure me that it is common prac- 
tice for temporary overdrawings on one 
account to be offset by a credit balance 
on another account. ‘The arrangements 
made between the bank and its customer 
vary from a formal letter requesting the 
bank to “ set off’ one account against 
another to a tacit understanding that the 
bank manager will take no action when 
the situation arises. From the point of 
view of the client there 1s a net credit 
balance at the bank; as long as the client 
has no incentive to tidv up the position 


for the purposes of drawing up his 
balance sheet, it 1s this net figure, arrived 


at by aggregating all the separate bank 
accounts of the organization, together 
with any formal loans or overdrafts, that 
will appear 1n the balance sheet. ‘The 
bank, however, regards each account as 
a separate entity when it comes to 
reckoning up its deposits and advances; 
if the account has black figures, it 1s 
a deposit and if it has red figures, it is an 
advance. 

It would seem to follow that one can- 
not expect to find agreement between the 
cash holdings reported in balance sheets 
and the banks’ figures for deposits; 
advances have to be brought into the 
picture before a reconciliation can be 
attempted. ‘This will not apply to an 


estimate of personal holdings of cash 
arrived at from estate duty statistics 
since details of each bank account are 
normally given separately on the estate 
duty affidavit, but for all other holders of 
cash agreement can be expected only on 
the net figures of deposits /ess advances. 


Not Independent 


How important this practice will turn 
out to be it is difficult to say, but it 1s 
possible, at least in principle, to measure 
the effect when one has completed a set 
of interlocking balance sheets such as 
those of Professor Morgan or those on 
which we are engaged at the University 
of Cambridge Department of Applied 
Economics. The effect of offsetting one 
bank account against another is that the 
figures for both cash holdings and bank 
advances given in an_ organization’s 
balance sheet will be lower by the same 
amount than the corresponding figures 
reported by the bank. If the practice of 
offsetting is widespread, there should 
also be a gap between bank advances as 
assessed by adding up balance sheet 
figures and the total of advances reported 
by the banks. Judging from the size of 
total bank advances, the practice of off- 
setting cannot account for more than 
a fraction of Professor Morgan’s gap. 
However, once it 1s realized that bank 
deposits and advances are not indepen- 
dent quantities, it should be easier to 
judge in which sectors of the economy 
the major part of the discrepancy be- 
tween bank deposits and cash holdings 
lies since advances are already analysed 
in some detail for the different classi- 
fications of borrower.—Yours faithfully, 


J. R. S. REVELL, 


Department of Applied Economics, 
University of Cambridge 
Mav 1959. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Mr S. E. Bolitho, a local 
director of the Penzance Dist, has been 
appointed a_ director. Chelmsford Dist: 
Local Head Office: Mr D. R. Pelly, from 
Luton, to be a local director. Lombard St 
Dist: Local Head Office: Mr 'T. H. Bevan, 
from Nottingham, to be a local director. 
Luton Dist: Local Head Office: Mr R. F. 
Barclav, from Manchester, to be a local 
director. Manchester Dist: Local Head 
Office: Mr D. S. G. Adams, from Leeds, 
to be a local director. Reading Dist: Local 
Head Office: Mr A. L.. Godden to be a local 
director. Southampton Dist: Local Head 
Office: Mr H. UA. Lambert, from Lombard 
St, to be a local director. Head Office: Mr 
L. A. Yellup, from Stepney, to be a general 
managers’ assistant. 

British Linen Bank—Kingussie: Mr 5S. 
Meade to be manager on retirement of Mr 
D. W. Newlands. Kirkwall: Mr D. Sinclair, 
from Wick, to be manager. Thurso: Mr N. 
A. Halkett, from Kirkwall, to be manager 
on retirement of Mr A. Meiklejohn. 
Clydesdale & North of Scotland Bank— 
Head Office— Staff Dept.: Mr W.S. Hender- 
son to be joint staff manager; Mr A. Goodall 
to be assistant staff manager. Buckie Har- 
bour, and Portgordon Sub-branch: Mr R. 
Mackintosh, from Gardenstown, to be man- 
ager on retirement of Mr J. C. Thomson. 
Gardenstown: Mr D. G. Wallace, from 
Market, Aberdeen, to be manager in success- 
ion to Mr R. Mackintosh. Falkirk, High St, 
and Camelon Sub-branch: Mr A. W. Durnin, 
from Stenhousemutnr, to be manager on retire- 
ment of Mr A. H. Russell. Kelso: MrT. 5S. 
Wheater, from Easter Rd, Edinburgh, to be 
manager on retirement of Mr W. P. Forrest. 
District Bank—Cockermouth: Mr P. I. 
Eden to be manager. Derby: Mr G. W. 
Hitches, from Stafford, to be manager. 
Institute of Bankers—Mr H. D. Whelpton 
has been appointed administrative assistant. 
Lloyds Bank—Head Office—Organizaticn 
Dept: Mr N. M. Bolam, from Lincoln, to 
be an inspector; Research and Development 
Dept: Mr G. B. Hague and Mr A. B. 
Humphreys to be inspectors. London— 
Earls Court: Mr E. A. MeFarland, from 
Park Lane, to be manager on retirement of 
Mr R. Ward; Golders Green: Mr A. J. 
Marchant, from. Boreham Wood, to be 
manager on retirement of Mr S. George; 
Kilburn and Brondesbury: Mr R. A. Owen, 
from Shoreditch, to be manager; Stratford: 
Mr W. J. Abery to be manager in succession 
to Mr J. L. Newman. 

Martins Bank—Mr J. A. Banks to be a 
joint general manager. Mr W. H. T. 
Laidlaw, assistant general manager (adminis- 
tration), has retired after forty-eight years’ 
service. Head Office: Mr B. Rowbotham to 
be assistant secretary. Alnwick: Mr J. W. 
Garbutt, from Guisborough, to be manager. 
Guisborough: Mr D. W. Air, from Barnard 
Castle, to be manager. 

Midland Bank—Head Office: Mr F. I. 


Ashton has been appointed general manager 


(administration). Mr A. R. Holmes, from 
Leicester, to be a superintendent of branches. 
Mr J. A. Cave, from Poultry and Princes, to 
be a general manager's assistant in succession 
to Mr J. T. H. Davies; Mr D. R. Boe, from 
Pall Mail, to be a superintendent of branches 
in succession to Mr G. O. James; Mr A. J. 
Knights, from Victoria St, Westminster, to 
be a superintendent of branches in succession 
to Mr J. V. Coles. London—Coleman St 
and Moorgate: Mr J. V. Coles to be manager 
in succession to Mr F. Measures; /astcheap: 
Mr F. Measures, from Coleman St and 
Moorgate, to be manager in succession to 
Mr T. J. G. Champion; Pall Mall: Mr 
J. T. H. Davies to be joint manager; Poultry 
and Princes St: Mr R. O. Barker, from 
overseas branch, to be assistant manager 1n 
succession to Mr J. A. Cave. 

National Bank— Mr Norman P. Biggs has 
been appointed a director in succession to 
the late Mr A. J. Jenkins. Mr H. J. Woollard, 
previously secretary, to be general manager 
(London); Mr A. J. Prendergast, from 
London office, to be secretary. London 
Office: Mr F. J]. Marston to be manager. 
National Bank of Scotland—Fdinburgh, 
Bruntsfield: Mr 1. B. Macpherson, from 
Edinburgh Gorgie, to be manager in suc- 
cession to Mr Cowan. Glasgoz—Chief 
Office: Mr J. M. Blyth, from St Enoch 
Sq, Glasgow, to be manager on the death of 
Mr W. Pettigrew; Paisley Rd: Mr H. L. 
Bennett, from Union St, Glasgow, to be 
manager in succession to Mr Clow; St 
Enoch Sq: Mr D. W. Clow, from Paisley 
Rd, to be manager in succession to Mr Blyth. 
National and Grindlays Bank—The Rt 
Hon Lord Twining has joined the board. 
National Provincial Bank—Sir Neville 
Archibald Gass has been appointed a direc- 
tor. Mr W. B. Davidson, from Bradford, 
to be an assistant general manager. Head 
Office Inspection Dept: Mr S. C. Kidd, deputy 
chief inspector, has retired. London—Bov: 
Mr D. B. Wright, from City Rd, to be 
manager on retirement of Mr E. J. Fresh- 
water; Finsbury Circus: Mr L. B. Fletcher, 
from Holborn Circus, to be manager on 
retirement of Mr E. L. M. Smith; South 
Chingford: Mr G. Stannard, from ‘Tooting 
Broadway, to be manager on the death of 
Mr F. ‘Turner. 

Westminster Bank-——Head Office: Mr Fk. C. 
Ravenscroft, from Shoreditch, to be an 
inspector of branches; Mr C. H. Denny to 
be registrar on retirement of Mr C. 5S. 
Whittlestone; Mr H. J. Fielder and Mr E. J. 
Lewis to be joint assistant registrars. 
Overseas Branch: Mr F. T. A. Smith to be 
manager on retirement of Mr G. E. Chilvers; 
Mr G. West to be deputy manager. London 
—Borough: Mr J. Dawson, from City Rd, 
to be manager on retirement of Mr J. W. 
Gower; Gloucester Rd: Mr W. Pix, from 
Kensington, to be manager on retirement of 
Mr R. H. Webb; Paddington (Marble Arch): 
Mr R. J. Y. Wilkins, from Balham, to be 
manager on retirement of Mr G. W. Hales. 
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Averages 

of Months: 
1921 - 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 


1958: May .. 
June 30 
July .. 
Aug .. 
Sept .. 
Oct .. 
Nov .. 
Dec 


1959: Jan 

Feb .. 
Mar .. 
April. . 
May .. 
June 17 
June 30 
July . 


BANKING STATISTICS 


Banking Trends since World War I* 


Net 
Deposits 
{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 


6,330 


6,119 
6,325 
6,368 
6,313 
6,376 
6,441 
6,495 
6,761 


6,615 
6,340 
6,328 
6,384 
6,364 
6,471 
6,655 
6,645 








Liquid Assets 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 
560 
611 
668 
576 
623 
692 
713 
683 
672 


648 
785 
676 
712 
723 
788 
886 


1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 
2,190 
2,098 
2,218 
2,256 
2,256 


2,079 
2,191 
2,257 
2,199 
2,222 
2,242 
2,287 
2,495 


2,421 
2,141 
2,053 
2,092 
2,080 
2,192 
2,270 
2,283 


N—WONMOWO J45NPROOAR 


Zot 
3 


TDRs 
{mn 


495 
642 
1,002 
1,387 
1,811 


1,492 
1.284 


* Ten clearing banks for 1921-35, thereafter eleven. 
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Investments 
{mn Ze 
325 8 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
2,149 32 
2,163 33 
2,181 32 
2,193 32 
2,199 33 
2,203 33 
2,193 32 
2,152 31 
2,102 29 
2,021 29 
1,962 29 
1,928 29 
1,884 28 
1,837 27 
1,816 26 
1,812 25 
1,811 26. 


+ Ratios to gross deposits. 


Advances 
£mn Zot 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 
1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
2,007 30 
1,962 30 
2,030 30 
1,997 29 
1,993 30 
2,027 30 
2,082 30 
2,132 31 
2,245 31 
2,259 32 
ye 35 
2,441 36 
2,500 37 
2,561 38 
2,586 38 
2,692 38 
2,676 38 


POR OWONA NPOUWOAA 


Trend of ‘Risk ’’ Assets 


(£ million) 
































July 15, 1959 — “CHANGE IN — 
% of Yearto | Monthly Periods 
Gross July, 1959 —— 
Deposits 1959 April May June July 
Investments: 
Barclays a -. 2.7 see —~116.5 - 1.3 -28.0 -21.2 + 2.9 
Lloyds ~ .. 331.9 26.4 —- 79.9 -15.5 -14.8 +10.3 - 0.6 
Midland on .. 444.8 29.6 - 32.1 - 1.4 -_— + 0.2 — 
National Provincial .. 183.7 22.3 — 55.8 — 14.3 0.2 -— - 0.9 
Westminster . . . aon ae — 56.5 - 3.4 — - 6.2 - 6.8 
District es - 62.2 25.4 — 12.1 - 2.7 —-- — - 
Martins sa a 43.4 44:9 — 16.1 - 1.7 - 2.7 —- 4.1 —— 
Eleven Clearing 
Banks ..1,810.5 26.0 — 382.3 — 43.7 47.0 -21.2 - 5.4 
Advances: 
Barclays ¥ ~» See.e SF 198.9 +15.2 18.7 +25.2 +24.0 
Lloyds - .. 483.5 38.5 72.6 t 6.2 + 3.4 = 4.2 + 3.5 
Midland a . Seco Bus 103.9 + 3.3 +10.4 + 0.5 +12.4 
National Provincial .. 342.3 41.5 + $2.0 +19.9 + 9.1 -11.5 +11.9 
Westminster . . « eek Ge 84.9 +10.3 + 5.8 + 7.9 +13.9 
District i - 93.5 38.2 + 17.8 + 3.4 +3.7 +1.9 - 2.3 
Martins - .. 137.9 39.1 | + 43.6 + 1.7 + 5.6 + 3.3 + 6.1 
Eleven Clearing | 
Banks .. 2,675.7 38.4 | +679.2 59.2 61.1 25.4 +89.4 
Trend of Bank Liquidity* 
1957 1958 1959 
June June June 
Mar Dec Mar May 30 Dec Mar Apr May 17 30 
Oo;s Os 0 0 0 Oo Oo 0 Oo; Oo; OY 
40 / ‘oO oO o o o o o ‘o 
Barclays .. See 37.0 Mia TS M.F MS He FD Fee See. Beas 
Lloyds . at 8.2 BP BRS Bis Mt Ase Ae Ba ee Oe 
Midland .. 34.1 39.0 33.9 32.6 34.0 35.3 30.4 31.9 30.2 31.5 32.3 
National Prov 31.1 39.5 34.0 32.0 32.8 36.0 31.1 30.2 31.4 33.8 33.0 
Westminster... 34.3 39.0 35.4 33.6 31.5 33.2 32.8 32.2 30.8 31.7 32.1 
District .. aoe? Fi2 33.3 Bie Be.:8 Bet wae 2.8 See 326.8 Bee 
Martins .. 6.7 4.0 3.9 37.0 6.5 B.2 8.1 H.7F DW.O 3.3 32.2 
All Clearing 
Banks .. 32.6 38.4 33.9 32.4 32.8 34.6 31.0 31.2 30.9 32.3 32.0 
* Cash, call money and bills shown as percentage of gross deposits. 
Money and Bill Rates 
Mondays : May 25, June1, June8, June15, June 22, June29, July 6, July 13, 
1959 1959 1959 1959 1959 1959 1959 1959 
per cent 
Bank rate - 4T 4 “ 4 7 + + 4 
Treasury bills: 
Av allotment rate* 3% 3% 3 i 338 3 38 38 38 3 Xe 
Market’s dealing 
rate, 3 months. . 33 3 &, 3 4h 3% 3% 38 38 33 
Bkrs’ deposit rate 2 2 2 2 2 2 2 2 
Short money: 
Clearing bks’ min 23 23 2% 23 2% 23 2% 2? 
Floating money 23-3} 2%§-3} 34-32 3-34 24-3 3-33 2{-3 34-3} 


10 


* Preceding Friday. + Lowered from 44% on 20.11.58. 
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EXCHEQUER FINANCES 
I—The Budget 


(£ million) 
Gain or 





Original Expected \pril 1, loss* on 
budget gain or 1959, to corresponding 
estimates loss* on Aug 1, period of 
1959-60 1958-59 1959 1958-59 
Total Inland Revenue 2,856 — 160 704.9 + 38.3 
Customs and Excise .. 2,150 41 722.2 0.6 
Other revenue + 319 46 80.7 29.6 
Total ordinary revenue... 5,325 —~ 155 1,507.8 68.5 
Debt interest (including sinking fund) 639 +- 62 185.1 --17.8 
Other consolidated fund 89 - 4 27 .6 5 
Supply expenditure 4,495 - 178 1,406. 3 - 53.0 
Total ordinary expenditur re Shee - 120 1,619.0 -36.2 
Above line surplus or deficit 102 - 275 -111.2 32.3 
Net deficit below line — $23 - 264 187 .4 -58.1 
of which 
local loans (net lending shown 
minus) . ; + 59 , 23.4 1.8 
loans to state industries, net —-621 -116 - 148.5 - §.7 
Total deficit . . -721 - 539 298 .6 25.8 
*Plus indicates increase in receipts or surplus, tall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
I1—National Savings 
({mn: Receipts into Exchequer reported during period) 
Savings Total 
Certi- Defence Savings Premium Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) (net) Maturity vested* 
1953-54 +19.0 + 0.3 —79.3 . - 60.0 88.6 -38.4 6,008.7 
1954-55 + 46.0 +51.1 ~ 35.4 61.7 88.8 -28.8 6,126.2 
1955-56 +-19.7 +21.5 — 80.4 -- - 39.2 82.7 -50.8 6,123.6 
1956-57 + 72.0 + 3.2 - 20.6 65.0 119.5 35.5 —-38.9 6,124.0 
1957-58 +-73.1 + 1.2 —- 2.4 58.3 -+108.5 35.3 —- 38.4 6,240.0 
1958-59 .. -21.3 — 22.1 — 52.3 124.2 - 15.6 45.7 —-17.7 6,272.0 
1958-59 
April-May 12.8 5.8 — 4, 10.2 24.3 12.1 - 4.7 6,303.0 
June .. - 0.5 9.6 —-12.5 5.1 wt, 4.5 0.4 6,309.0 
1959-60 
\pril-May 11.0 23.1 -~10.3 11.5 55.9 11.3 0.4 6,649.0 
lune 15.0 -15.4 + 3.3 + 3.9 37.7 ai - 0.2 6,692.0 


* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 





I1i—Floating Debt 


(£ million) Change in three 














ee 2 | Aug months to 
Beginning of April | L aah ae 
1957, 1958 1959 | 1959 1959 1958 

Ways and Means Advances: | 
Bank of England — “= — | _ — - 1.5 
Public Departments 289.3 239.6 291.6 | 221.9 - 33.8 - 2.9 

Treasury Bills: 

Tender 2,860.0 3,120.0 2,950.0 2,149.0 60.0 22.9 
Tap 1,306.4 1,499.4 1,986.3 3,110.0 +170.0 +110.0 
4,455.7 4,859.0 5,227.9 5,480.9 +196.2 +105.5 














* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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1946-50 
1947-49 
1948 
1956 


1957 


US and Canadian loans.. 4, 


IMF loan 
South African loan 
Sale of Trinidad oil 


June 5, Junel12, 
1959 1959 
Official Market 
Spot .. 2.813 2.814 
3 months 4c pm ic pm 
Security* 2.802 2.804 


June 19, June26, July 3, 
1959 1959 1959 
2.817%; 2.812 2.81} 
i6¢ pm ic pm ye pen 
2.80% 2.80% 2.803 


* New York abe quotations. 


Sterling-Dollar Exchange Rates 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 
Financed by 





$mn 


Sale of US Govt bonds . 


IMF loan 
India’s IMF loan | 


Return of interest on US 


loan. 
Export-Import Bank 


909 
300 
325 
177 

30 
561 
200 


104 
250 


1951-56 
1954 
1957-58 
1958 
1959 





July 10, 
1959 
2.81% 


kc pm 
2.803 


Net Gold Official 
and Dollar Special Reserves 
Surplus (+) Ameri- Payments Change at End 
Years and or Deficit (-) can and in of 
Quarters Aid Credits Reserves Penod 
1946 — 908 — +-1123 + 220 2696 
1947 — 1431 -— + 3513 ~-~ 618 2079 
1948 - 1710 682 + 737 — 223 1856 
1949 — 1532 1196 + 116 — 168 1688 
1950 + 805 762 + 45 + +1612 3300 
1951 — 988 199 - 176 965 2335 
1952 — 736 428 - 181 — 489 1846 
1953 + 546 307 — 181 + 672 2518 
1954 - 480 152 - 388 244 2762 
1955 — 575 114 — 181 — 642 2120 
1956 — 626 66 + 573 + 13 2133 
1957 - 419 26 + 533 + 140 2273 
1958 + 1005 6 - 215 796 3069 
1957: 
II] - 519 9 - 21 - 531 1850 
IV + 173 - + 250 + 423 2273 
1958: 
I + 496 1 — + 497 2770 
I] + 307 5 - 6 + 306 3076 
IT] 65 ~ - 21 + 44 3120 
IV 137 -- - 188 - 51 3069 
1959: 

I + 173 —— —- 103 70 3139 
April + 123 — - 11 t+ 412 3251 
May 30 — 162 — 132 3119 
June 53 -— + 53 3172 

I] 206 173 + §6©33 3172 
July 68 -- 20 48 3220 
Main Special Items Detailed] 
Receipts Payments 


Aug 7, 
1959 


2.814% 
4c pm 
2.803 


Private 
UK 


Dollar 
Balancest 


194 
267 
295 
236 
257 
508 
472 
49] 
428 
480 
679 
602 
656 


657 
602 
690 
734 


731 
656 


786 


Annual service ot US and 
Canadian loans, etc 


EPU funding payment .. 


IMF repayment . 
Anglo-German debts pay- 


ment 


Service of US and Cana- 
dian loans, etc 

IMF repayment 

IMF subscription 


* Gold and convertible currency reserves from December, 1958. 
+ Source: Federal Reserve Bulletin. 
J Special German deposits, 


188 
200 
162 


Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 
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Illustration shows part of Rolstore installation at Northern 
Assurance Co's Record Office, at Moorgate, London 


Up to 50% 


} more profitable space by 
7 putting your Storage on Wheels 
















you, by reducing wasted gangway space to the barest minimum 


| _ YES, that’s what ROLSTORE Mobile Unit Storage can give 
while giving instant access to every bin or rack. 
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Send me fully descriptive literature 
on Rolstore Mobile Unit Storage 


| 
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Eis ROLSTORE 
ie DIVISION 


South Wharf, London, W.2 
‘ | Telephone: AMBassador 3456 (20 lines) 
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Noble Lowndes 


Finance Limited 


(MEMBERS OF THE FINANCE HOUSES ASSOCIATION) 


Industrial Bankers 


Assets exceed 


£..5.000.000 


17 Lowndes Street, London, S.W.1 


Tel: Belgravia 6307/8 


Administrative Offices: 
Surrey House, Scarbrook Rd., Croydon 


Telephone: Municipal 2441 (10 lines ) 


BRANCHES: Birmingham, Brighton, Bristol, Croydon, Leeds, 
London, Romford, Middlesbrough, Newcastle and Dublin 
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BANCO DE CREDITO 


DEL PERU 
LIMA - PERU 





CONDENSED BALANCE SHEET 
31st DECEMBER, 1958 

















ASSETS 

Cash and Funds Available .. i - .. S/.  650,786,513.42 
Loans and Discounts cs a ai .. 55 1,569,883,843.42 
Securities 7 40,731,163.15 
Securities held : as Guarantee for Savings Deposits al 42,101,280.00 
Bank Premises, Furniture and Fixtures... ick Subd 26,800,001 .00 
Exchange Operations - ee eee mee 67,090,953.74 
Sundry Debtors _ io e at, ‘ie 433,131,136.06 
Total 7 i 7 .. S/. 2,830,524,890.79 

Securities held as Collateral against Loans, and in 
Safe Custody ra oA .. S/. 1,446,140,343.02 
Bills for Collection .. sg * em we 55-25 984,183,142.14 
Mortgage Guarantees bs 7 8 — 149,883,284.42 
Debtors per Contra 6% Ay) *- a 120,317,764.69 
General Total .. i .. S/. 7,531,049,425.06 

LIABILITIES 

Capital S/. 80,000,000.00 
Reserves a 98 745,958.91 
Deposits - y ay .. 53 2,006,843,577.38 
Exchange Operations | -g nD Oe 66,662,667.18 
Provisions and Sundry Creditors a wa ae oe 562,102,228.18 
Profit and Loss Account .. - ay? sac uae 16,170,459.14 
Total re eo fa .. S/. 2,830,524,890.79 

Deposits of Securities held as Collateral against 
Loans, and in Safe Custody os * .. S/. 1,446,140,343.02 
Deposits of Bills for Collection... - .. 55-— 25984,183,142.14 
Mortgage Guarantees as 4 c. ina 149,883,284.42 
Creditors per Contra ne ya - ae Si 120,317,764.69 











General Total 





. 7,531,049,425.06 











Ve 


AV aah 


‘ 
. 
5 


i 
j 


YER, 
s*¢ 
* 


aad 


In New Zealand 
he’s a national institution... 


and so are we! 





2 ot aoe ~ ey 
: ‘\. ¥. e 


Power from natural steam. That’s the significance behind the 
new Geo-Thermal plant at Wairakei, where maximum 
capacity is now 250,000 k.w., and where the knowledge and 
experience of the Civil Engineer is so indispensable. Yes, the 
Civil Engineer is a figure of national importance in New 
Zealand. And when he wants banking services he comes to us — 
for we are national too. We have more than 150 branches and 
agencies in the North and South Island, and our service is 
expert and comprehensive. If you live, work, trade or travel in 
New Zealand — or indeed if you wish to know anything at all 
about the country — isn’t it logical to contact the National Bank 


of New Zealand. 


The Hational Bank 
OF NEW ZEALAND LIMITED 


Head Office: 8, Moorgate, London, E.C.2. (MONarch 8311) 
West End Branch: 14 Charles II Street, London, S.W.1. (TRAfalgar 6791) 
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BANK OF WEST AFRICA 





Satisfactory Increase of Business 





HE 65th annual general meeting of 
Bank of West Africa Limited was 
held on June 25 in London. 

The following are extracts from the 
circulated statement of the Chairman, 
Mr. Sylvester Gates,.C.B.E.: 

In the Balance Sheet, Current, Deposit 
and other accounts at {73,144,794 show a 
very satisfactory increase of some £5,670,000 
on the year. ‘This increase is well spread 
amongst our branches and indicates a real 
growth in the number of people we serve. 
There was a comparable increase in de- 
posits a year ago. 

On the other side of the Balance Sheet, 
Loans, Advances and other accounts at 
£23,172,515 show a _ contraction’ of 
£1,000,000. Seasonal advances have been 
repaid rather earlier this year with the 
result that Treasury bill holdings are sub- 
stantially higher. ‘The Premises item con- 
tinues to grow, this year by some £380,000, 
but this is inevitable if our growing business 
and staff are to be properly housed. 

The Profit and Loss Account shows that 
our experience has been reasonably satis- 
factory in somewhat difficult trading con- 
ditions. 

Repeated invitations to overseas investors 
have been made by Dr. Nkrumah, the 
Prime Minister of Ghana, and Alhaji 
Abudakar Tafawa Balewa, Prime Minister 
of the Federation of Nigeria, and latterly 
by the Sierra Leone Government to par- 
ticipate in the industrial development of 
their countries. Financial measures have 
been taken in all territories to encourage 
industrial enterprises. ‘The West African 
Governments have emphasized, however, 
that partnership in the industrial develop- 
ment of their countries implies willingness 
to impart new skills to Africans. 

At the Commonwealth ‘Trade and Eco- 
nomic Conference held in Canada in 
September, 1958, the- representatives from 
West Africa were impressed by the sym- 
pathy, understanding and friendship dis- 
played in discussions. Among the measures 
announced were the setting up of a Colombo 
Plan type of organization for the benefit of 
Commonwealth areas in Africa, loans by 
the United Kingdom Government to be 
made available if Commonwealth countries 
were unable to borrow on reasonable terms 
in the London market, and the infusion of 
further capital into the Commonwealth 
Development Finance Company. 

The European Common Market Agree- 
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ment established by the Rome ‘Treaty 
which came into force on January 1, is 
viewed with grave disfavour in Ghana, 
Nigeria and Sierra Leone. ‘These countries 
have expressed their opposition to a pro- 
tectionist bloc which is designed in the 
long term to favour the West African 
territories afhliated to Common Market 
countries. 

Numerous trade missions from Europe 
and Asia have visited Ghana and Nigeria, 
but, though there was evidence of increasing 
interest in both countries as a market, no 
evidence has emerged of intention to use 
these territories as a field for investment. 
It is noteworthy that it is principally the 
United Kingdom whose firms have re- 
affirmed their confidence in the future of 
the West African territories by setting up 
new industries either on their own account 
or in partnership with Government. 


Safeguards Have Become Shackles 


With the growing part played by the 
African businessman as a merchant and 
produce buyer, there is an increased demand 
for advances from customers in this cate- 
gory. ‘This is a development which the 
Bank naturally welcomes and desires to 
foster. I must therefore mention a diffi- 
culty which is apt to arise in this connection. 
West African land law frequently puts 
obstacles in the way of an African pledging 
as security his land and buildings. Such 
legislation originally designed to protect 
the African from exploitation and to pre- 
serve local custom and tradition, has now 
outlived its usefulness: the safeguards have 
become shackles. All too often an African 
businessman, unlike his counterpart else- 
where, is handicapped by finding his main 
or only asset virtually frozen and unable to 
be mobilized for the development of his 
business. This question is one which merits 
the early attention of West African Govern- 
ments, for the introduction of land registries 
and the replacement of the present multi- 
farious, intricate and uncertain laws by 
something like a uniform system of land 
tenure would be a boon to the business 
community. 

In conclusion, I wish to repeat our belief 
in the prospects of West Africa. Given 
stable world prices, at reasonable levels, 
for basic export commodities, the deter- 
mination and zest of its peoples should 
bring about economic progress worthy of 
their new political responsibilities. 











The 


of the 
MIDDLE EAST 


A satisfactory year’s trading 
SIR DALLAS BERNARD’S REVIEW 


The seventieth annual general meeting of The 
British Bank of the Middle East was held on 
July 14 in London, Sir Dallas Bernard, Bt., 
Chairman, presiding. 

The following is an extract from his circulated 
statement for the year ended March 31, 1959: 


We have experienced a satisfactory year’s 
trading and the balance sheet total is 
£12,150,000 higher than a year ago, an in- 
crease of 15 per cent. Moreover, this increase 
is well distributed through the various items 
of our Accounts. 

Our Cash and Money at Call at £10,393,000 
is £3,345,000 less than a year ago but, on the 
other hand, our holding of Treasury Bills is up 
by £2,315,000. 

Our Investments at £28,104,000 compare 
with £25,373,000 last year and include for the 
first time an item of £300,000 representing the 
first call on the shares we have taken up in 
The Bank of Iran and the Middle East to 
which I shall refer again later in this statement. 

Our fixed assets at £281,000 are £30,000 less 
than last year. 

Loans and Advances at £35,000,000 are 
£8,300,000 higher and the liability of our 
customers for credits and guarantees at 
£14,549,000 is increased by £2,200,000 on the 
figures of a year ago. 


Reserves Exceed £2,000,000 
Turning to our liabilities, with the allocations 
now proposed the published reserves of the 
Bank will stand at £2,375,000. 

Current, Deposit and Ancillary Accounts at 
£74,000,000 show a satisfactory increase of 
£9,800,000 on last year, which compares with 
an increase of £9,500,000 in the previous year. 

As usual, the past year has been eventful 
and more than one part of the area in which 
we operate has occupied the newspaper head- 
lines from time to time. Nevertheless, I think 
you will agree that the Accounts which are put 
before you reflect solid progress of which we 
can be proud. 

The final dividend of 74 per cent. which is 
recommended makes a total of 15 per cent. 
for the year, which compares with 10 per cent. 
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for the previous year. The Directors have 
allocated £100,000 to Reserve and £50,000 to 
Bank Premises Account, and are satisfied that 
the results of the year’s operations fully justify 
the higher dividend. 

The key to the economic prosperity of the 
Middle East is oil production. In the four 
main areas in which we are interested—Iraq, 
Iran, the Persian Gulf and Saudi Arabia—oil 
production in 1958 was 204,546,000 metric 
tons, compared with 169,961,000 metric tons 
in 1957—an increase of 20 per cent. Here is 
the firm base on which we stand because the 
revenues accruing to the producer countries in 
foreign exchange are large and available for 
financing development and the import of goods 
which cannot be found locally. 


Persian Gulf Currency 


As members are aware, we have a keen interest 
in the Persian Gulf Sheikhdoms. The cur- 
rency circulating in that area has hitherto been 
the Indian rupee. The same notes being legal 
tender in a country where it was necessary to 
conserve foreign exchange reserves and also in 
a zone that had a surplus of foreign exchange, 
there was an open invitation to those in India 
unable to obtain sterling to find ways and 
means of sending currency into the Gulf. 
The Indian Government decided to stop this 
by issusing a distinctive rupee note, legal 
tender in the Gulf Sheikhdoms, but not in 
India. Beginning May 11 and for a period of 
six weeks, all existing notes circulating in the 
Persian Gulf are to be exchanged for Indian 
rupee notes of a special issue which are easily 
recognisable. These special rupee notes will 
be exchangeable in India for ordinary rupee 
notes and the banks remitting such special 
notes to India will be able to exchange them 
for sterling on the same terms as they formerly 
purchased sterling with the ordinary Indian 
currency. After termination of the period 
fixed for the exchange of notes, the foreign 
exchange facilities hitherto attaching to or- 
dinary issue notes will cease. Our seven 
branches in the Persian Gulf have been co- 
operating with the Reserve Bank of India in 


—— 
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the rather arduous task of effecting the with- Aden.—As anticipated in my last statement, 
drawal of the old notes and their replacement the world-wide fall in commodity prices and 
by the new. the trade recession in America has had an 


Mr. W. I. R. Bulfield, who has been London adverse effect on trade in Aden and there was 
Manager since 1953 and is well known to a decline in exports from the territory in 1958. 
many of you, has retired after completing Exports of coffee were down by about 
forty years of devoted service to the Bank, at £1,000,000 and exports of raw cotton, sugar, 
home and overseas. We wish him good rice, etc., were affected in a lesser degree. 
health and happiness in his well-earned The purchasing power of such neighbouring 
retirement. countries as the Yemen and Ethiopia, which 

His place has been taken by Mr. J. D. are normally large buyers in Aden of imported 
Hammond, until recently Manager of our goods, was reduced by the restricted demand 
Bahrain Branch. for coffee which is their principal source of 

For the satisfactory result which I am able foreign exchange. 
to report, our thanks are due to all our Staff The year 1958 was a record one for the 
at home and abroad for a year of work which Port Trust, with a total of just under 6,300 


has not been without anxieties. ships using the harbour; an increase of 20 per 
cent. over the figures of 1955 (those for 1956 
Overseas Interests and 1957 are not comparable as they were 


I will now mention separately various areas in affected by the closure of the Suez Canal). 
which we are interested. 

lran.—One of the most interesting events of Progress of Branches 
the year which I have to report relates to Iran. In Iraq, our three branches in Baghdad and 
As you all know, we established ourselves in our branch in Basra had a reasonably satis- 
that country in 1889 under the title of The factory year, and our new branch at Mosul 
Imperial Bank of Persia, and traded there con- opened its doors in December. 
tinuously until 1952 when we closed our last In Jordan, our branches at Amman and 
branch due to circumstances which we re- Jerusalem were able to operate satisfactorily 


gretted but could not prevent. and under more settled conditions than in the 
Iran iS prospering and is now a fast- previous year. 
developing country with modern industrial In the Lebanon, our three branches in Beirut 


Output increasing every year. Its crude oil and our branch in Tripoli are in a strong 
production in 1958 was 39,800,000 tons, com- position to assist in a revival when the oppor- 
pared with 34,800,000 in 1957, and payments tunity offers. 

to Iran on this account were £88,250,000 and In Libya, our branch at Tripoli has had a 
£76,400,000 respectively. satisfactory year and our newly-established 

The laws of Iran make it impracticable for branch in Benghazi is fulfilling our expecta- 
a non-Iranian bank to open branches, but an tions. 

Iranian bank can accept foreign participation In the Persian Gulf, our new office at Abu 
up to 49 per cent. Several banks have opened Dahbi opened on February 10 and has made 
there with this participation and so we our- a good start. Our branch at Dubai has had 
selves, with Iranian associates, all prominent a satisfactory year, although lack of demand 
men, have founded The Bank of Iran and the from neighbouring markets during the latter 
Middle East—an Iranian limited company half of the year has caused a sharp drop in 
with head office in Teheran and a capital of the value of goods imported. Our newly- 
Rials 250 million (approximately £1,200,000). built premises at Qatar were completed and 
We have a 49 per cent. interest held in ordinary occupied in 1958 and our business in Doha 
shares and represented in our Balance Sheet is now handled in a convenient, commodious 
by a separate item. : building, so necessary for an efficient banking 

The new Bank has five Iranian Directors service. 
and four British Directors; a senior member In Tunisia, our Tunis branch has completed 
of our staff has been seconded to it and has its first full year’s operations and to date 
been appointed Managing Director. progress has been satisfactory. 

It opened for business on May 6. The In the United Arab Republic—Syrian 
experience gained by many years of practical Region—our branches in Damascus and 
banking in Iran will be at the disposal of the Aleppo continued their activities. 
new Bank and also the assistance of our chain At the meeting the Chairman referred with 
of branches throughout the Middle East. regret to the death on June 3 of Sir Kinahan 
{ am sure you will be glad to hear that we are Cornwallis, who had been a Director of the 
again functioning in Iran and will join with Bank for 13 years. 
me in wishing the new Bank every success. The report and accounts were adopted. 

















LIABILITIES 
Dec. 31, 1958 
Lire 
Capital 820,000,000 
Reserves. 6,793,694,000 


Special Reserves | - 8,328,413,336 
Special Funds Reserved 


for Development of 


Dec. 31, 1957 
Lire 
815,000,000 
5,971,986,000 
8,.251,989.246 





BANCO ODI SICILIA 


HEAD OFFICE: PALERMO, ITALY 
COMPARATIVE CONDENSED STATEMENT OF CONDITION 














































Sicilian Economy 17,352,953,322 16,901,002,818 
Undivided Profits oe 623,194,859 611,651,657 
Deposits and Certificates ! 

of Deposit i .. 470,795,299,003 411,064,399,601 
Official Cheques Out- 

standing net .. 16,259,223,455  17,298,777,794 
Acceptances and Bills 


Rediscounted and Let- 

ters of Credit Outstand- 

ing (as per contra) 
Other Liabilities 


Total Liabilities 
Customers’ Securities 
Held for Safekeeping 
(as per contra) 
Securities on Deposit 
with Other Banks (as 
per contra) : 
Foreign Exchange and 
Securities for Future 
Delivery (as per contra) 


17,266,870,068 
90.071.404.91 1 
628.311.052.954 
121,670,842,631 


$3,379,304,765 


8,415,206, 318 


34,430, 396,349 
84,097 833,349 
579,443,036.814 
107.507.059.736 


55,251,611,299 


4,581,521,928 


sil, 776, 406, 668 746, 783, 229. 777 


ASSETS 
Dec. 31, 1958 Dec. 31, 1957 
Lire Lire 

Cash and due from 

Banks .. §6,886,979,278  35,379,181,706 
Securities Owned: 

Government 6,583,551,808 4,249,212,251 
Other Securities 9,412,583,555 6,265,442,200 
Investments and Partici- 

pations . , 1,795,317,161 2,320,343,614 
Bills and Treasury Notes 

Discounted . . 128,725,752,715 105,596,631,980 
Advances on Current 

Accounts 178,585,795,436 195,188,847,939 


Loans Against Securities 

Long-Term Loans 

Banking Premises and 
Real Estate. af 

Acceptances and Bills 
Rediscounted and Let- 
ters of Credit Outstand- 
ing (as per contra) 

Furniture, Fixtures and 
Equipment 

Other Assets 


2,369,5 


Total Assets 
Customers’ Securities 
Held for Safekeeping 
(as per contra) 
Securities on Deposit 
with Other Banks (as 
per contra) 

Foreign Exchange and 
Securities for Future 
Delivery (as per contra) 


29,235,307,632 
95,535,380,577 


17,266,870,068 
101,913,996,178 
628,311,052,954 
121,670,842,631 
$3,379, 304,765 


8,415,206,318 









30,790,764,454 
84,127,957,752 











18,545 1,318,653,247 
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ASSETS 
Gold - 
Funds in Foreign Cur- 
rencies 


French Treasury Bills 

Securities 

Bills of mnccgeeie ‘in Port- 
folio ; 

Sundry coins 

Correspondents abroad 

Correspondents in Morocco 

Bills for collection . . 

Sundry debtors 

Special accounts 

French Treasury 

Moroccan Government ex- 
Southern Zone 

Advances 

Moroccan Government ex- 
Northern Zone 

Premises. 

Pension Fund 

Sundry accounts 


Total 





Fr. 
9.859,936,283 


3,215,158,686 
13,446,808,508 
841,571,308 


22,630,576,679 
1 326,686,963 
3,180,837,411 
362,816,070 
1,724,574,329 
12,214,973,801 
6,245,921,339 
37,990,539,917 


15,000,000 
10,043,906,000 


6,653,400,000 
113,296,487 
2,196,310,429 
859,069,087 





1B 2,921,383,297 





Banque d’Etat du Maroc, S.A. 


BALANCE SHEET AT 3lst 
AFTER PAYMENT OF DIVIDENDS 



































DECEMBER, 1958 
LIABILITIES 
Fr. 
Capital paid up 46,200,000 
Legal Reserves 11,550,000 
Supplementary Reserve 1,500,000,000 
80,638, 135,290 
Notes { 67.716 
Bills payable 148,973,668 4 
Sundry creditors 12,876,445,319 a 
Special Accounts 7,527,153,215 
Bills for collection . . 3,722,636,422 . 
Moroccan Government 
(Treasury Accounts) 19,741,362,908 
Pension Fund 2,583,666,111 
Sundry Accounts ; 4,115,880,376 
Profit and Loss Account .. 9,312,272 
Total 132,921,383,297 
— ) 
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NATIONAL BANK OF NEW 
ZEALAND 





Effect of Import Restrictions 





Mr. Arthur H. Ensor’s Statement 





HE 87th annual general meeting of 


The National Bank of New Zealand 
Limited was held on June 25 in 
London. 


The following is an extract from the 
circulated statement of the Chairman, 
Mr. Arthur H. Ensor, for the year ended 
March 31, 1959: 

Current, Deposit and other accounts at 
{60,357,000 show a decrease of £2,550,000, 
which is primarily due to the contraction 
in bank credit generally and in particular 
to the fall in advances made by the Reserve 
Bank to the Government and the marketing 
organizations. 

In my Statement last year I referred to 
the possibility of our earnings being affected 
to a limited extent by the severe import 
restrictions. ‘This proved to be correct 
and our trading profit before tax declined, 
although the fall is more than offset by a 
reduction in the amount required to meet 
United Kingdom taxation. This permits a 
net profit of £301,000 to be shown, being 
an increase of £26,000 over the previous 
year. 

From the net profit we have allocated 
£100,000 to General Reserve and have also 
transferred to General Reserve a further 
£150,000 from the balance of profits 
brought forward from previous years. In 
January last an interim dividend of 4 per 
cent. less income tax at 8s. 6d. in the £ 
was paid and the Directors now recom- 
mend for your approval a final dividend of 
5 per cent. less income tax at 7s. 9d. in the 
{/ on the new capital figure of £3,500,000, 
leaving a balance of £150,000 to be carried 
forward. 


Business Development 


Despite the quieter conditions of the 
past year, there has again been a satisfactory 
increase in the number of customers on our 


books. Our branch offices now _ total 
ninety-four branches’ and __ sixty-four 
agencies. In recent years we have opened 


ofhces in a number of new and developing 
areas in order to maintain our share of the 


total banking business and to provide a 
service where it appeared to be needed. 
A considerable part of the increase in our 
business has come from those new branches. 
A progressive building programme is still 
necessary and a number of new branch 
buildings are under construction, whilst 
others are being modernized. 

Last year I referred to the difficulties 
which had beset New Zealand as the result 
of the adverse balance of payments and 
commented upon the energetic measures 
which were then taken with a view to 
stabilizing the position. 


Bank Advances 


Credit restrictions remain an essential part 
of financial policy. ‘They are designed to 
ensure that an excess of purchasing power 
will not be released at a time when the 
supply of goods has been restricted and 
this has no doubt played its part in the 
preservation of fairly stable internal con- 
ditions. It is still the official policy to 
reduce bank advances to a somewhat lower 
level, provided this can be done without 
undue disturbance to the economy. ‘The 
banks are co-operating fully in this policy, 
but it has proved difficult to reduce ad- 
vances further to any marked extent, 
mainly because of the needs of the farmers 
who have required additional assistance 
from the banking system during the past 
year or so, following the sharp fall in their 
incomes, but also on account of advances 
which are considered to be in the national 
interest and therefore should be granted by 
the banks. 


New Markets 


The special characteristic of the New 
Zealand economy which makes it particu- 
larly susceptible to conditions abroad, as 
events this last year have again illustrated, 
is its dependence on a narrow range of 
primary export products. It is, therefore, 
of the greatest importance to foster the 
growth of new markets, to develop new 
products and to establish sound internal 
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conditions with reasonable levels of prices 
and costs. 


Industrial Development 


The present import controls have pro- 
vided a stimulus to overseas manufacturers 
to consider the feasibility of establishing 
their own factories in New Zealand in order 
to maintain supplies of their products on 
the local market, and during the past year 
experts from many companies have visited 
the country to examine prospects. As the 
establishment of new factories adds to the 
demand for imports, the most desirable 
industries are those which will utilize the 
country’s own raw materials or which will 
add substantially to the value of imported 
raw materials. 


New industries which are being developed 
will benefit from the very large volume of 
capital investment which has been made in 
New Zealand in the last ten years. A con- 
siderable part of this investment has been 
in the extensive electricity power projects 
and it was most gratifying to learn last 
December of the lifting of all power 
restrictions after three new power stations 
began to contribute to the supply. It 
must, however, be borne in mind that the 
maintenance of the large volume of invest- 
ment in public utilities and private under- 
takings imposes a strain not only on the 
external balances but also tends to put an 
upward pressure on internal costs. 


This is the kernel of New Zealand’s 
problem. ‘The requirements of a young 
and rapidly developing country call for a 
high level of both public and private capital 
formation, but the inability of a narrow 
range of primary industries adequately to 
support consumption and investment at 





their present levels becomes apparent when 
the terms of trade are adverse. In these 
circumstances, it is essential to uphold 


policies which will preserve the stability of 
money values and thus provide inducement 
to a steady volume of private savings, 
otherwise the high level of capital formation 
could well produce such pressure on in- 
ternal costs that exporters would find them- 
selves priced out of their markets. 


The Immediate Future 


The outlook for the immediate future 
appears moderately encouraging. ‘The meat 
market has been good but unfortunately it 
has weakened in recent months. On the 
other hand, dairy produce returns have 
improved and are steady at a reasonable 
level, and although wool prices have been 
low for most of the season, there has been 
a decided improvement in the market 
during the past few months. In general, 
the picture appears to give reasonable 
grounds for. moderate optimism about 
prospects for next season. 


New Zealand will continue to be faced 
with the problems associated with rapid 
development, but the prospects before the 
country are such that they should en- 
courage the best efforts of her leaders and 
people. For there can be little doubt that 
the marked progress made in the develop- 
ment of electric power stations, the im- 
provement made in the roads, railways and 
port facilities and the efforts made to bring 
new land into production and to improve 
the health, education and general welfare 
of the community, will all contribute to 
the country’s ability to take full advantage 
of more favourable conditions as_ they 
emerge. 


BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 


Incorporated by Law in 1927. 
CAPITAL FULLY PAID 


RESERVES (Banking Department) 


DEPOSITS 


Governor and Chairman of penne Seals HIS EXCELLENCY EBRAHIM KASHANI 
Head Office : TEHRAN, IRAN 
Over 190 Branches and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
One Wall Street, 


offers complete banking service for Foreign Exchange 


New York Representative : 


The Bank, through its Banking Department, 


Transactions, provides special facilities for Documentary Credits, etc., 
in Iran deals with every description of Banking business. 


ADMINISTERS NATIONAL SAVINGS 


Holder of Exclusive Right of Note Issue 


Rials 
Rials 
Rials 


2,000,000,000 
740,000,000 
34,327,517,684 


New York 


and with its numerous branches 
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THE SUMITOMO BANK, LTD. 


CONDENSED BALANCE SHEET 
MARCH 31, 1959 











ASSETS LIABILITIES 
Yen Yen 

Cash and due from banks 105,570,419,518 | Deposits ; 528,804,851,529 
Call loans .. 19,419,000,000 Borrowed money .. 24,871,390,000 
Securities .. 63,639,435,329 Bulls rediscounted 3,810,921,424 
Bills discounted 140,222,198,699 Call money 11,917,000,000 
Loans : Import bills settlement a/c, 
Import bills. se ‘ttlement a/ it. 3,761,300,000 

Dr. 5,923,865,000 Foreign exchanges - 9,291,386,302 
Foreign exchanges" 18,370,490,652 Domestic exchange settle- 
Domestic exchange settle- ment a/c, Cr. ; 3,353,895,928 

ment a/c, Dr. 5,682,408,028 Acceptances and guarantees 56,178,950,213 
Customers’ liability for ac- Provision for accrued in- 

ceptances and guarantees 56,178,950,213 terest, taxes, etc. 10,799,176,963 
Bank premises and real Provision for unearned dis- 

estates 7,949,067 ,278 counts, etc. 3,533,106,545 
Other assets 1,162,279,068 Other liabilities 323,408,627 


Total 





682, 503 451, 528 








PROFIT AND LOSS ACCOUNT 


Reserve for wc loan 
losses 

Reserve for price fluctua- 
tion 

Reserve 


for retisoment 


allowances iy: 
Capital (paid up) . 
Capital surplus 
Earned surplus 

(Profit for the term 


Total 


for six months ended on March 31, 1959 


PROFIT 


Interest on loans and dis- 
counts .. 

Interest and dividends on 
securities 

Fees and commissions 

Other incomes 

Transfer from reserves 

Balance brought forward 
from previous term 


Total 


Yen 


5,316,647,128 


a) 


20, 870, 692, 275 


DR. 


To reserve. 

To reserve for taxes 

To bonus .. 

To dividend 

To balance carried forw ard 
to next term 


Total 


LOSS 


Interest on deposits 
Interest on borrowings and 
rediscounts 
Amortization 
ciation 
‘Taxes 5 
Salaries and allow: ances .. 
Other operating expenses 


and depre- 


Transfer to reserves 


Profit for the term 
(Net profit 


Total 


APPROPRIATION OF PROFIT 


Yen 
380,000,000 
390,000,000 

7,500,000 
250,000,000 


157,062,424 





1,184,562,424 





CR. 


Balance of profit brought 
forward from previous 
term 

Net profit for the term 


Total 








8,369,405,158 
1,867,417,000 


1,639,139,600 
5,000,000,000 
1,368,059,815 
7,614,042,424 
1,184,562,424) 








682,503,451,528 








Yen 
8,570,849,005 


2,114,486,579 


399,202,660 
1,742,614,050 
2,086,007,827 
1,964,496,352 
2,808 ,473,378 
1,184,562,424 
1,038,501,550) 





20,870,692,275 





Yen 


146,060,874 
1,038,501,550 





1,184,562,424 
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THE SUMITOMO BANK, LTD. 





A Review of the Economic Conditions in Japan During 
October, 1958-March, 1959 





N reviewing the economic situation during 

this period, we notice first the improve- 

ments in the world economy. ‘The United 
States has shown a rapid economic recovery 
in the so-called ‘*‘ V’”’ shape since last 
spring, while European countries have im- 
proved their foreign balances very notice- 
ably. ‘The recovery of convertibility of 
European currencies against this _back- 
ground of returning prosperity was a great 
step toward liberalization of foreign trade 
and exchange control. It was an epoch- 
making measure in the history of post- 
war world trade. Consequently the inter- 
national market, which had been divided 
into the hard currency area of dollars and 
the soft currency area of pounds, has now 
been unified, and on this basis real multi- 
lateral trade over major areas of the free 
world has become possible. This is a very 
hopeful sign from the viewpoint of expansion 
of world trade. 

Following the tendency toward freer trade 
in the world, Japan also has taken a few 
more steps in the direction of simplification 
and liberalization of foreign exchange con- 
trol procedures; relaxation of the Standard 
Method of Settlement for external trade, 
addition to the list of designated currencies 
for external trade, etc., were carried into 
effect one after another. 

Meanwhile, as world business trends have 
been turning for the better since last 
autumn, cheerfulness has once more become 
the keynote in our own domestic business 
circles. In our country’s international 
balance, exports have shown an increase 
over this period a year ago; exports to the 
United States have continued to be busy, 
and the import level has been kept low. 
Besides, the inflow of foreign currencies due 
to impact loans reached a_ considerable 
hgure. As a result, we recorded a surplus 
during this period of $312 millions, and our 
foreign currency reserve reached $974 
millions at the end of March, the highest 
reserve we have ever attained since the end 
of the war. 

Domestic demand has also increased 
gradually, being supported by increasing 
disbursements from the government fiscal 
account and by the steady growth of con- 
sumers’ demand. ‘Thus, progress has been 
made toward the adjustment of excessive 
inventories. So, under impetus of restora- 
tion of inventories, production increased 


generally more than we expected and prices 
have been steady on the whole. In most 
industries—such as iron and steel, non- 
ferrous metals, electric machinery, paper 
and pulp—recovery of market conditions 
and improvement of business results have 
been remarkable. ‘There are, however, still 
some industries which could not raise them- 
selves up from recessed conditions. Never- 
theless, we cannot be too optimistic about 
our economic future. Now that European 
countries have restored the convertibility of 
their currencies, it is expected that in order 
to attain sounder economic conditions they 
will make more vigorous efforts to promote 
their exports. In order to avoid such a crisis 
in the balance of international payments as 
we experienced in 1957, a boom in domestic 
business independent of world business 
trends is not desirable. 

A quick review of the financial situation 
during the period under consideration shows 
that the money market has slackened con- 
siderably. The chief reason for this develop- 
ment is the conspicuous excess of disburse- 
ments over revenue in the government’s 
fiscal account. This excess reached Y170,500 
millions in the October-March term. ‘This 
tendency can be clearly seen in major 
financial indices. Deposits in all banks 
showed a steady increase, both in business 
accounts and saving deposits. Increase in 
the total bank deposits during this period 
was Y584,800 millions, while total loans 
increased only Y449,500 millions. ‘Thus the 
tendency toward over-loan continued to be 
ameliorated. Note issue by the Bank of 
Japan increased by Y71,500 millions, the 
total being Y756,300 millions at the end of 
this term. On the other hand, the money 
loaned by the Bank of Japan decreased by 
Y94,900 millions in this period and out- 
standing balances on its loans became 
Y412,200 millions. ‘The Bank of Japan 
decreased its rediscount rate on February 19 
for the third time, making it to 6.935 per 
cent p.a. Corresponding to this move, the 
Federation of Bankers’ Association of Japan 
newly adopted the standard loaning rates 
system. ‘The Association also decided to 
make efforts to increase reserve deposits 
with the Bank of Japan, in order to stabilize 
the money market. 

The Japanese economy at present is in 
the midst of a smooth recovery and it 1s 
often said that we are reaching a second 
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Sumitomo Bank Ltd.—(cont.) 


the demand for industrial funds. 


biggest boom 


experienced in our recorded history. But 
deliberate concern is needed, lest we over- 
heat business conditions. In order for our 
economy to attain a sound and steady growth 
the improvement of our economic structure 


money market 


should be emphasized. At this moment, our 


great responsi- 


bility in promoting further accumulation 


e supply of and 





Where there is a WILL 
there is a way of helping 
Florence Nightingale 
Hospital 


After giving first consideration to the right- 

ful claims of your family, please then give 

some thought to the needs of this voluntary 

Hospital when disposing of the residue of 
your Estate. 


Please contact — Appeal Secretary, 19 Lisson 
Grove, London, N.W.|! PADdington 6412 
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63 THREADNEEDLE STREET, LONDON, E.C.2. OFFICE IN THE WORLD 
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BANCA NAZIONALE 
AGRICOLTURA 





Head Office : Rome 


LIABILITIES 
Lit. Lit. 
eee 800,000,000 
Ordinary 
Reserve.... 1,950,000,000 
2,750,000,000 








gl 
Sundry Creditors. ............ 
Bills for Collection.......... 
Staff Indemnity Fund........ 








Rebate on Bills ............ 
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Balance brought forward .... 
ae 








119 Branches in Italy. 





Unclaimed Dividends. ........ 


Lit. 345,286,280,183 





Deposits and Current Accounts 203,909,053,497 


5,286, 136,988 
10,861,249,449 
1,961,185,705 
5,832,546,568 
26,547,273 
574,475,382 


State Pools Bills rediscounted 51,315,154,700 
AcceptancesandEndorsements 18,637,118,951 
Securities Deposited as pe 


r 


43,475,492,721 





Lit. 344,628,961 ,234 


3,684,757 
653,634,192 








Representative offices in Germany: Frankfort o.M. and Munich 






BALANCE SHEET AT 31st DECEMBER, 1958 


ASSETS 
Lit. 

te ied od oe nee ee 30,576,259,415 
Bilis Receivable..-............ 8,784,111,129 
Bills Discounted. ............... 97,613,792,127 
Carried Forward............... 3,323,850,787 
Government and State- 

guaranteed Securities. ....... 65,135,035,896 
Py 3,413,315,298 
Advances against Securities. ... 14,100,628,651 
Current Accounts............ 49,130,303,574 
Sundry Debtors .............. 6,094,818,150 
Bank Premises ............... l 
Furniture and Fittings........ l 
Staff Retirement Fund........ 5,001,553,482 
Acceptances and Endorsements 18,637,118,951 
Securities Deposited.......... 43,475,492,721 









Lit. 345,286,280,183 
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ISTITUTO MOBILIARE 






ITALIANO “I.M.I.” 





(ITALIAN FINANCE CORPORATION) 
ROME 





Meeting of Istituto Mobiliare Italiano 

(I.M.I.) was held in Rome on June 10, 
1959, under the chairmanship of Mr. 
Stefano Siglienti. 


TT me twenty-seventh Annual General 


In its report, the Board of Directors 
began by reviewing the broad aspects of 
the Italian economic situation. It laid 
particular emphasis on the fact that many 
opportunities still existed to maintain and 
increase the rate of development which 
had been an outstanding feature of previous 
years, providing that adequate resources 
were available to exploit the positive factors 
still to be found in the Italian economy in 
spite of the uncertainties encountered 


during 1958. 


The report then went on to give details 
of I.M.I.’s activities in the period April 1, 
1958-March 1, 1959, and stressed the con- 
siderable volume of work and satisfactory 
results achieved. 


New applications received totalled more 
than Lit.183,202m., of which more than 
Lit.166,000m. have been authorized. ‘This 
amount was only slightly lower than that 
of the preceding year. Credits granted 
amounted to Lit.124,142m.—a 34.9% in- 
crease over the fiscal year 1957-58—and 
included Lit.112,942m. in respect of or- 
dinary loans. 


Export credit operations again proved 
highly satisfactory. They totalled Lit. 
18,130m., and represented a rise of 20.6% 
over the preceding year. After acknow- 
ledging the collaboration of “ Istituto 
Centrale del Mediocredito ”’ (Central Insti- 
tute for Medium Term Credit) in this 
particular sector, the report mentioned the 
good results obtained from the agreements 
for financial co-operation signed in the 
preceding years with ‘“‘ Nacional Finan- 


ciera’’ of Mexico, ‘‘ Banco Nacional do 
Desenvolvimento Economico” of Brazil 
and ‘‘ Investbanka’”’ of Jugoslavia, and 


announced that another agreement was 


signed this year with the “‘ Banco Industrial 
de la Republica Argentina ’’. 

The report went on to mention that new 
credit agreements with the Export-Import 
Bank of Washington, amounting to a total 
of $18.5m., and with a group of main 
Swiss banks for Frs.30m. were signed 
during the fiscal year ended March 31, 
1959. Other important negotiations, again 
with the Export-Import Bank and other 
United States financial groups, are about to 
be successfully concluded so that Italian 
industry will shortly benefit from a con- 
siderable flow of new capital. 


At March 31, 1959, outstanding loans 
showed a further rise of 7.7% over the 
corresponding period of 1958, as a result 
of a further increase in Ordinary loans, 
which again largely offset the natural fall in 
special loan transactions. The aggregate of 
operations outstanding amounts to Lit. 
692,125m. 


New bonds issued during the period 
under review amounted to Lit.75,124m. 
(a 17.5% increase over 1957-58 fiscal year). 
Consequently, the total of bonds outstand- 
ing on March 31, 1959, reached an amount 
of Lit.373,603m., showing a net increase 
of Lit.51,678m. 


The reserve funds once again increased 
from Lit.31,437m. up to Lit.36,381m., and 
the net profits rose to Lit.1,733m. as against 
Lit.1,647m. in the preceding year. Net 
profits were confirmed by the statement of 
income and expenditure, which showed an 
amount of Lit.26,518m. under the item 
‘income ” and of Lit.24,785m. for “ ex- 
penditure ”’ 


It was consequently proposed to distri- 
bute a divided of 8°, on the paid-up capital 
and to appropriate some Lit.1,253m. to the 
reserve funds, which thus reached a total 
of Lit.37,635m. ‘The report, the accounts 
and the proposals put forward by the 
Board of Directors were adopted unani- 
mously. 











Established 1919 


Years of Experience 
in the Far East! 


FOR COMPREHENSIVE BANKING 
& FOREIGN EXCHANGE FACILITIES 


tHE MITSUBISHI BANK, rp. 


CABLE ADDRESS: CHYODABANK 
HEAD OFFICE: Marunouchi, Chiyoda-ku, Tokyo 
BRANCH: 155 throughout Japan 
LONDON BRANCH: /7, Birchin Lane, London, E.C. 3 
NEW YORK BRANCH: 120 Broadway, New York 5, N.Y. 




















= The Largest Banking Business 
in New Zealand.... 


. with over 380 Branches and Agencies throughout the country. 

Businessmen, intending settlers and travellers seeking up-to-date 

information regarding the Dominion are cordially invited to make 

use of the extensive facilities of this Bank. The Trade and Inform- 

ation Service of the Overseas Department at Head Office is freely at 

Incorporated with limited your disposal. Branches at Melbourne and Sydney (Australia), 
liability in New Zealand = Syvya, Lautoka, Labasa, Ba and Nadi (Fiji); also Apia (Bank of 


in 1861 , 
Western Samoa). 


BANK OF NEW ZEALAND 


LONDON MAIN OFFICE : 
I QUEEN VICTORIA ST, E.C.4 > A. R. FRETHEY, Manager + A. E. ABEL, Asst. Manager 
PICCADILLY CIRCUS OFFICE : 54 REGENT STREET, W.I 
HEAD OFFICE : WELLINGTON, NEW ZEALAND - R. D. MOORE, General Manager 



































